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Life  Insurance  for  Farm  Families 

By  Ralph  R.  Botts,  Agricultural  Economist,  Bureau  of  Agricultural  Economics 

Standard  Life  Insurance 

DECIDING  ON  THE  NEED 

Life  insurance  offers  a  way  to  the  farmer  as  well  as  the  city  man  to 
increase  his  immediate  estate  and  add  to  the  security  of  his  family, 
if  he  has  the  income  to  pay  for  it.  Through  it  he  can  provide  for 
paying  debts  and  taxes  and  for  keeping  on  with  the  farming  in  the 
event  of  his  death.  He  can  also,  if  he  wishes,  provide  that  all  or  part 
of  his  insurance  be  paid  as  a  monthly  income,  after  he  is  gone.  And 
he  can  pay  for  this  protection  "on  time,"  out  of  current  farm  income. 

How  much  life  insurance  a  farmer  can  buy  depends  first  of  all 
upon  what  income  he  has  above  his  immediate  needs.  How  much  of 
what  he  can  afford  ought  he  to  buy  ?  Should  the  insurance  all  be  on 
his  own  life  or  partly  on  that  of  members  of  his  family?  Answers 
to  these  questions  depend  on  many  things — the  amount  of  the  family 
debts,  the  farmer's  cash  reserve  or  his  ability  to  obtain  ready  cash, 
the  nature  of  his  other  investments,  his  age,  the  number  and  age  of 
his  dependents,  and  the  cost  of  a  funeral  in  his  neighborhood.  Gen- 
erally speaking,  the  primary  purpose  of  life  insurance  is  to  replace 
all  or  part  of  the  income  of  the  principal  breadwinner  of  the  family. 

The  farmer's  situation  usually  is  quite  different,  however,  from  that 
of  the  urban  worker.  Especially  if  the  farm  is  owned,  it  usually  con- 
tinues in  the  possession  of  the  family  after  the  death  of  the  farmer 
and  can  be  operated  by  the  children  or  by  the  widow,  with  hired  help. 
Some  degree  of  income  from  the  farm  is  thus  usually  assured  even 
after  the  passing  of  the  farmer.  As  in  the  case  of  the  city  family, 
however,  the  farm  family  can  also  provide,  through  life  insurance, 
for  a  cash  fund  from  which  expenses  of  the  last  illness,  funeral  costs, 
estate  and  inheritance  taxes  (if  any) ,  and  debts  may  be  paid. 

No  one  statement  can  cover  the  need  of  all  families.  Unfortunately, 
those  who  need  insurance  the  most  are  usually  the  least  able  to  pay  for 
it,  for  the  payments,  called  premiums,  have  to  be  made  often.  People 
often  take  out  relatively  high  insurance  because  the  payments  will  be 
small,  not  realizing  how  frequent  they  are  or  how  they  mount  up. 

Perhaps  the  surest  way  to  decide  on  the  amounts  of  insurance  that 
should  be  carried  on  individual  members  of  the  farm  family  is  to 
consider  what  would  happen,  in  each  case,  if  the  member  died.  This 
should  be  considered  for  one  member  at  a  time.  If  the  family  will 
probably  be  able  to  raise  the  cash  to  meet  the  estimated  cost  of  a 
funeral  for  each  member  as  the  necessity  may  come  along,  then  perhaps 
the  insurance  should  be  carried  only  on  the  principal  breadwinner. 

LIFE  INSURANCE  CARRIED  BY  FARM  FAMILIES 

A  few  studies  that  have  been  made  indicate  that  farmers  have  less 
life  insurance  than  people  living  in  town.1    Many  farmers  have  little 

1  One  life  insurance  company  found  that  while  7.3  percent  of  its  policyholders 
during  a  5-year  period  were  farmers,  they  held  only  4.3  percent  of  the  insurance 
in  force.     From  Best's  Insurance  News  (Life  Edition),  Dec.  1937,  p.  521. 
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need  for  life  insurance  because  they  run  their  own  farms,  which,  if 
there  are  no  debts,  afford  some  security  and  allow  them  to  put  their 
savings  back  into  the  farm.  But  under  certain  conditions — as  when 
a  farm  is  mortgaged  and  when  the  children  are  young — farmers  may 
need  life  insurance  about  as  much  as  city  people.  Such  farmers  par- 
ticularly need  insurance  that  gives  them  "protection"  at  the  lowest 
possible  cost. 

A  survey  made  in  Minnesota  in  1929  indicated  that  about  72  percent 
of  all  investments  by  farmers  were  in  their  farms  and  equipment; 
that  only  6  percent  were  in  insurance ;  and  22  percent  in  other  invest- 
ments.2 "  Most  farmers  usually  have  less  need  for  policies  that  empha- 
size "savings"  than  for  policies  that  provide  the  highest  insurance 
"protection"  for  each  dollar  spent  on  it. 

Investigators  in  several  States  found  that,  among  farmers,  there 
was  a  direct  relation  between  a  man's  income  and  the  amount  of  in- 
surance he  carried.3  The  extent  to  which  insurance  payments  (pre- 
miums) increase  with  increases  in  income  (based  on  a  more  recent 
study)  is  shown  in  table  1. 

Figures  obtained  in  the  same  survey  indicated  that  63  percent  of 
the  families  living  in  villages  had  life  insurance  in  varying  amounts 
and  paid  out  an  average  of  about  $99  per  year  in  premiums.  Of  the 
families  living  in  small  cities,  77  percent  had  life  insurance  and  their 
premiums  averaged  $120.  Thus  it  appears  that  farm  people  carry 
less  life  insurance  than  townspeople. 

Table  1. — Percentage  of  farm  families  in  the  United  States  paying 
life  insurance  premiums  and  average  premiums  paid,  by  net-income 
groups,  1936 x 


Net-income  groups  s 
(dollars) 


Less  than  500 

500-999 

1,000-1,499 

1,500-1,999 

2,000-2,999 

3,000  and  over 

Total  or  average 


Families 
interviewed 


Number 
2,729 
5,433 
3,846 
2,264 
1,800 
806 


16,  878 


Percentage  of  fam- 
ilies interviewed 
paying  premiums 


Percent 

30.  9 
35.  5 
45.8 
51.  1 
59.7 
64.  9 


43.  2 


Average  premiums 
paid  by  those  car- 
rying insurance 


Dollars 

31.  52 
37.  94 

61.48 

78.  17 

108.  76 

208.  92 


72.  00 


1  From  Personal  and  Automobile  Insurance  Carried  by  Rural  and  Urban 
Groups,  by  Allan  J.  Fisher,  Agricultural  Finance  Review,  November  1940.  Data 
are  based  on  survey  conducted  by  the  Bureau  of  Human  Nutrition  and  Home 
Economics,  U.  S.  Department  of  Agriculture. 

2  Nonmoney  as  well  as  money  income  included  in  computing  net  income. 

Other  factors  besides  income  undoubtedly  affect  the  amount  of 
insurance  carried  by  the  farm  family,  such  as  the  amount  of  their 

2  Zimmerman,  C.  C.  incomes  and  expenditures  of  Minnesota  farm  and  city 
families.     Minn.  Agr.  Expt.  Sta.  Bull.  255.     1929.     See  p.  10. 

3  Anderson,  W.  A.  farm  family  living  among  white  owner  and  tenant 
operators  in  wake  county.    N.  C.  Agr.  Expt.  Sta.  Bull.  260.    1929.    See  p.  SO. 

THADEN.  J.  F.      STANDARD  OF  LIVING  ON  IOWA  FARMS.      IOWa  Agl".  Expt.   Sta.  Bull. 

238,  pp.  96-97.     1928.  (Revised.) 
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debts,  their  other  investments,  the  number  of  dependents,  and  the 
insurance  practices  of  the  parents.  But  there  is  little  basis  for  judg- 
ing the  effect  of  these  factors  on  the  amount  and  kinds  of  insurance 
carried.  Practically  all  of  these  studies  were  made  for  the  purpose 
of  gauging  the  living  standards  of  rural  people.  Insurance  carried 
was  only  one  of  many  items  used  in  these  studies  to  ascertain  the 
level  of  living.  As  income  mainly  controls  the  amount  spent,  it  was 
logical  to  group  together  the  farmers  who  had  about  the  same  income, 
and  to  study  their  expenditures.  Such  studies  reveal  the  average 
premiums  paid  by  farm  families  having  different  levels  of  income  but 
they  give  no  basis  for  analyzing  the  reasons  for  the  vast  differences 
in  amounts  and  kinds  of  life  insurance  carried.  Expenditures  for 
insurance  vary  so  widely,  even  within  each  income  group,  that  the 
average  premiums  paid  can  hardly  be  said  to  be  typical  for  those  in 
the  group.  Furthermore,  most  of  these  studies  report  only  the  total 
expenditures  of  the  family  and  do  not  indicate  the  distribution  of 
insurance  within  the  family. 

Next,  after  income,  probably  the  type  of  policy  affects  most  the 
amount  of  life  insurance  carried.  A  given  premium  or  yearly  pay- 
ment will  not  buy  as  large  a  policy  that  has  in  it  an  element  of  saving 
as  it  will  one  which  provides  merely  protection. 

So  far  as  known,  only  one  survey  has  been  made  for  the  primary 
purpose  of  getting  the  facts  relating  to  the  practices  and  attitudes  of 
farm  families  in  regard  to  insurance.4  The  report  of  that  study, 
which  was  based  on  information  obtained  in  1931  from  only  200 
farmers  in  one  county  in  Michigan,  indicated  that  (1)  the  insurance 
practices  of  the  present  generation  were  influenced  by  the  insurance 
practices  of  their  parents,  (2)  there  is  apparently  a  direct  relation- 
ship between  the  extent  of  schooling  and  the  amount  of  life  insurance 
carried,  (3)  few  farmers  who  have  life  insurance  obtain  loans  on  it, 
and  (4)  only  1  percent  had  "term'"  insurance,  which  is  the  cheapest 
form  of  life  insurance. 

KINDS  OF  POLICIES 

Term  Insurance 

Term  policies  are  written  for  a  definite  number  of  years — usually  5, 
10,  or  15  years.  If  death  occurs  during  this  term  the  face  value  of 
the  policy  is  paid.  If  the  insured  person  lives  beyond  the  term,  his 
policy  ends  and  has  no  cash  or  surrender  value  at  the  end  of  the  term. 
While  it  lasts  this  is  the  cheapest  form  of  life  insurance. 

Because  chances  of  death  increase  with  age,  the  level  or  "average" 
premium  that  is  charged  annually  throughout  the  term  of  a  5-,  10-, 
or  15-year  policy  must  be  somewhat  higher  per  $1,000  of  insurance 
than  would  be  required  for  a  1-year  term  contract  at  the  same  age. 
The  longer  the  term  the  greater  this  difference.  For  example,  at  age 
35  the  net  premium  for  a  1-year  contract  (using  the  American  Expe- 
rience Mortality  Table  and  a  3-percent  interest  rate)  is  $8.69  per 
$1,000;  while  the  level  annual  premium  for  a  5-year  term  contract  is 

4  Gross,  Irma  H.,  and  Bosworth,  Marguerite  R.,  Insurance  of  farm  families, 
Mich.  Agr.  Expt.  Sta.  Tech.  Bull.  133.    1933. 
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$8.97;  for  a  10-year  term  contract,  $9.42  (table  2)  ;  and  for  a  15-year 
term  contract,  $10.03.5 

Ordinary  Life  Insurance 

Under  this  type  of  policy,  sometimes  referred  to  as  "whole  life" 
insurance,  the  term  is  for  life  and  there  is  never  any  increase  in  the 
annual  payments  to  be  made.  No  ultimate  "savings"  are  included  in 
the  calculations.  This  type  of  policy  is  therefore  the  cheapest  form 
of  life-long  protection  and,  next  to  term  insurance,  is  also  the  cheapest 
for  the  shorter  periods.  It  is  preferable  for  those  who  want  to  be 
sure  of  leaving  an  insurance  estate  regardless  of  whether  they  die 
early  or  live  to  old  age. 

There  are  also  various  "long-term"  policies  which  serve  much  the 
same  purpose  as  ordinary  life  policies.  These  are  (1)  the  modified 
long-term  policies  (such  as  the  "term-to-age-65"  and  "term-to-age- 
85"),  particularly  if  they  provide  a  small  paid-up  burial  fund  for  the 
insured  who  live  out  their  terms,  and  (2)  the  "paid-up-at-age-65" 
or  "paid-up-at-age-85"  policies.  Slightly  higher  premiums  are 
charged  for  these  policies.  This  is  to  accumulate  the  burial  fund  and 
also  to  accumulate  the  additional  reserve  required  to  carry  the  policy 
for  its  full  amount,  for  the  remainder  of  life,  without  further  pay- 
ments after  the  insured  reaches  the  specified  age. 

Part  of  the  premium  for  an  ordinary  life  policy  is  accumulated 
at  interest,  as  previously  stated,  to  offset  the  higher  mortality  costs 
later  on.  This  is  illustrated  in  figure  1  on  page  14.  The  ordinary 
life  policy  has  an  indefinite  maturity  date,  which  is  either  death  or  (for 
those  companies  that  use  the  American  Experience  Mortality  Table) 
the  attainment  of  age  96.  The  premium  for  a  term-to-age-96  policy 
would  be  the  same  as  for  an  ordinary  life  policy  if  the  company  used 
the  American  Experience  Mortality  Tabic 

Limited-Pay  Life  Insurance 

A  limited-pay  life  policy  is  one  which  provides  the  same  benefits  as 
an  ordinary  life  policy  but  which  provides  for  the  payment  of  premi- 
ums in  20  years  (or  a  similar  limited  payment  period)  rather  than 
throughout  the  life  of  the  insured.  Under  these  policies  level  annual 
premiums  are  paid  for  the  specified  number  of  years.  For  example, 
the  premiums  for  a  20-pay  life  policy  are  payable  for  20  years.  Of 
course,  the  face  value  of  the  policy  is  not  paid  by  the  company  until 
death — the  policy  is  merely  kept  in  force  by  the  company  until  then 
as  a  paid-up  life  contract.  The  extra  payments  during  the  years  in 
which  premiums  are  paid  are  enough,  with  interest,  to  buy  in  full  an 
ordinary  life  policy  at  the  attained  age.  For  example,  the  reserve  on 
a  20-pay  life  policy  (American  Experience,  3  percent)  taken  out  at 
age  35  is  $610  at  the  end  of  20  years.  This  is  exactly  the  net  single 
premium  for  a  $1,000  ordinary  life  policy  if  purchased  at  age  55. 
"Net  single  premium"  means  the  single  payment  that  is  necessary  to 
pay  for  the  insurance  in  full. 

6  The  American  Experience  Mortality  Table  is  based  on  insurance  experience 
and  shows,  among  other  things,  the  average  number  of  persons  living  and  dying 
each  year  out  of  100,000  who  reach  age  10.  The  table  is  discussed  further  under 
"mortality  rates." 
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Endowment  Insurance 

Under  endowment  insurance  the  insured  is  paid  the  face  amount  of 
the  policy  if  he  lives  out  its  term  (usually  15,  20,  or  30  years)  ;  and  if 
he  dies  in  the  meantime,  his  beneficiary  is  paid  the  face  amount  of  the 
policy.  (A  level  annual  premium  is  charged  which  is  large  enough 
to  pay  the  insured's  share  of  the  mortality  cost  for  his  age  group 
and  contribute  to  the  endowment  payments  of  those  who  survive  to  the 
end  of  the  term.)  In  addition  to  the  endowment  policies  that  are 
for  a  specified  period  of  years,  there  are  also  those  which  mature  at  a 
specified  age,  as  for  example  "at  age  65."  These  are  used  principally 
for  retirement  purposes,  often  being  paid  as  monthly  income  payments 
instead  of  a  lump  sum,  upon  reaching  the  specified  age. 

As  the  premium  for  endowment  insurance  is  usually  made  up  largely 
of  savings,  it  is  not  so  well  adapted  to  farmers'  needs  as  are  term  and 
ordinary  life  insurance.  Farmers  usually  like  to  invest  their  savings 
in  their  farming  enterprises  and  their  homes.  But  if  a  farmer  wants 
to  save  regularly  for  a  particular  purpose — to  send  a  child  to  college, 
for  instance — and  if  he  finds  it  hard  to  set  money  aside  for  it,  an 
endowment  policy  on  his  own  life  may  help  him  to  make  systematic 
savings.  If  the  farmer  dies  in  the  meantime,  the  fund  is  payable  at 
once  or  it  may  be  left  with  the  company  to  draw  interest  and  may 
be  paid  as  a  "deferred  periodic  income."  beginning  when  the  son  or 
daughter  enters  college. 

Certain  advantages  in  saving  through  endowment  policies  are  often 
overlooked.  Although  the  rate  of  interest  earnings  is  usually  rather 
low,  the  investments  of  the  insurance  company  are  stabilized.  The 
savings  part  of  the  periodic  premium  begins  to  earn  interest  imme- 
diately, whereas  interest  is  sometimes  lost  while  a  sum  large  enough  to 
invest  elsewhere  is  being  accumulated. 

As  a  general  rule,  money  should  not  be  put  into  an  endowment 
policy  if  it  can  better  be  applied  toward  the  payment  of  a  debt  that 
has  a  higher  rate  of  interest  than  is  given  by  the  policy.  A  young  man 
who  is  paying  for  his  farm  and  improving  his  home"  is  already  accu- 
mulating savings. 

Other  Policies 

Many  other  policies  have  been  devised  to  fit  particular  needs  and 
to  make  sales.  In  general,  they  are  combinations  or  adaptations  of 
the  basic  policies  that  have  been  described.  They  usually  guarantee 
the  beneficiary  a  fixed  or  variable  periodic  income  instead  of,  or  in 
addition  to,  a  lump-sum  payment.  This  can  be  done  with  perhaps 
more  flexibility  by  using  the  simpler  policies,  and  having  a  monthly 
income  settlement  option  for  one  or  more  of  the  policies  to  provide  the 
monthly  income  desired.    These  options  are  discussed  later. 

Retirement  annuities,  designed  to  permit  the  insured  to  take  it  easy 
if  he  lives  beyond  a  specified  age,  are  not  discussed  in  this  publication. 
When  a  farmer  can  no  longer  do  the  heavier  work  about  his  farm,  he 
may  either  be  able  to  rent  it  or  to  hire  his  work  done  and  perhaps  live 
off  the  net  income. 

There  should  be  enough  ordinary  life  insurance  to  meet  the  more 
permanent  needs  for  protection,  such  as  creating  an  estate.  If  the 
remaining  insurance  is  in  the  form  of  5-  or  10-year  term  policies,  one 
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has  a  chance  to  look  over  his  insurance  matters  every  now  and  then 
to  see  whether  his  kind  of  insurance  still  meets  his  needs,  which  are 
likely  to  change  somewhat.  Of  course  he  should  be  sure  that  his  term 
policies  are  automatically  renewable.  An  illustration  of  making 
changes  or  "insurance  programming"  appears  later  in  this  publication. 
Although  the  premium  rates  per  $1,000  for  term  insurance  increase 
each  time  such  policies  are  renewed,  these  increases  do  not  become 
relatively  large  until  about  age  54 ;  but,  as  one's  children  grow  older, 
finish  school,  marry  and  leave  home,  part  of  the  term  insurance  may 
be  dropped  so  as  to  keep  the  total  payments  about  the  same.  It  is 
important  for  term  policies  to  be  renewable,  and  to  be  convertible  to 
other  life  insurance  without  medical  examination,  for  the  risk  of 
not  being  able  to  pass  a  physical  examination  later  on  should  be 
avoided. 

HOW  PREMIUMS  ARE  CALCULATED 
Mortality  Rates 

As  explained  below,  the  mortality  table  used  by  a  company  in 
estimating  death  rates  and  the  interest  rate  used  by  it  in  placing  a 
value  upon  the  use  of  the  policyholder's  money,  provide  the  basis  for 
calculation  of  net  premiums.  Perhaps  nothing  is  more  uncertain  than 
the  duration  of  an  individual  life,  yet  when  a  great  number  of  people 
at  the  same  age  are  considered  together  the  number  of  deaths  per  1,000 
persons  in  succeeding  years  can  oe  predicted  with  considerable  accu- 
racy. Mortality  tables  have  been  prepared,  based  on  insurance  ex- 
perience, which  show  the  average  number  of  deaths  at  any  age,  per 
1,000  persons  living  who  are  at  that  age  at  the  beginning  of  the  year. 
The  net  premiums,  plus  the  "loading"  for  company  expenses,  make  up 
the  gross  premiums  which  the  individual  pays  for  his  insurance.6 

A  part  of  the  American  Experience  Mortality  Table  is  given  as  table 
3.  This  table  indicates  that  81,822  people  out  of  100,000  at  age  10  will 
attain  age  35.  Of  these,  on  the  average,  732  will  die,  during  the  same 
year,  leaving  81,090  to  reach  age  36.  The  chances  of  dying  in  the 
thirty-fifth  year  of  age  are  then,  according  to  this  table,  732  out  of  81,- 
822  or  8.95  per  1,000.  While  the  American  Experience  Table  of  Mor- 
tality is  currently  used  by  most  life  insurance  companies,  legislation 
is  now  pending  in  most  States  which  provides  for  the  adoption  of  a  new 
mortality  table  beginning  with  January  1,  1948. 

Interest  Assumption 

If  1,000  persons  each  took  out  $1,000  worth  of  1-year  term  insurance 
at  age  35,  8.95  would  be  expected  to  die  within  the  year,  as  a  statistical 
average,  in  which  case  the  company  would  have  to  pay  out  $8,950  in 
claims.  If  premiums  were  payable  at  the  beginning  of  the  year  and 
claims  were  payable  at  the  end  of  the  year,  the  company  would  not  need 
to  collect  the  full  $8.95  from  each  person.     (Claims  are  paid,  in  prac- 

6  A  mutual  company  usually  loads  its  net  premium  more  heavily  than  a  stock 
company,  so  its  quoted  rates  are  higher ;  but  later  it  returns  part  of  the  excess 
as  dividends  to  policyholders.  It  is  these  net  costs  for  the  mutual  company  that 
properly  should  be  compared  with  the  quoted  premium  rates  of  the  stock  company. 
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Table  3. — American  experience  table  of  mortality,  selected  ages 


Persons 

living 

Deaths 

Deaths  per 

Deaths 

Deaths  per 

Age  (years) 

each 
year 

1,000 
(3)^(2) 

Age  (years) 

living 

each 
year 

1,000 
(3)^(2) 

(1) 

(2) 

(3) 

(4) 

(1) 

(2) 

(3) 

(4) 

Number 

Number 

Number 

Number 

Number 

Number 

10 

100,  000 

749 

7.49 

64 

51,  230 

1,889 

36.87 

20 

92,  667 

723 

7.80 

65 

49,  341 

1,980 

40.  13 

25 

89,  032 

718 

8.06 

66 

47,  361 

2,070 

43.71 

30 

85,  441 

720 

8.43 

67 

45,  291 

2,  158 

47.65 

35 

81,  822 

732 

8.  95 

68 

43,  133 

2,243 

52.00 

36 

81,  090 

737 

9.09 

69 

40,  890 

2,321 

56.76 

37 

80,  353 

742 

9.23 

70 

38,  569 

2,391 

61.99 

38 

79,  611 

749 

9.  41 

71 

36,  178 

2,448 

67.  67 

39 

78,  862 

756 

9.  59 

72 : 

33,  730 

2,487 

73.73 

40 

78,  106 

765 

9.  79 

73 

31,  243 

2,505 

80.  18 

41  _- 

77,  341 

774 

10.01 

74 

28,  738 

2,501 

87.03 

42 

76,  567 

785 

10.  25 

75 

26,  237 

2,476 

94.37 

43 

75,  782 

797 

10.  52 

76 

23,  761 

2,431 

102.  31 

44 

74,  985 

812 

10.83 

77 

21,  330 

2,369 

111.  06 

45 

74,  173 

828 

11.  16 

78 

18,  961 

2,291 

120.  83 

46 

73,  345, 

848 

11.  56 

79 

16,  670 

2,  196 

131.  73 

47 

72,  497 

870 

12.  00 

80____ 

14,  474 

2,091 

144.  47 

48 

71,  627 

896 

12.  51 

81 

12,  383 

1,964 

158.  60 

49 

70,  731 

927 

13.  11 

82 

10,  419 

1,816 

174.  30 

50 

69,  804 

962 

13.  78 

83 

8,603 

1,648 

191.  56 

51__ 

68,  842 

1,001 

14.  54 

84____    . 

6,955 

1,470 

211.  36 

52 

67,  841 

1,044 

15.  39 

85 

5,485 

1,292 

235.  55 

53 

66,  797 

1,091 

16.  33 

86 

4,  193 

1,  114 

265.  68 

54 

65,  706 

1,  143 

17.40 

87___ 

3,079 

933 

303.  02 

55 

64,  563 

1,  199 

18.  57 

88 

2,  146 

744 

346.  69 

56 

63,  364 

1,260 

19.  89 

89 

1,402 

555 

395.  86 

57 

62,  104 

1,325 

21.34 

90 

847 

385 

454.  55 

58 

60,  779 

1,394 

22.  94 

91 

462 

246 

532.  47 

59 

59,  385 

1,468 

24.  72 

92 

216 

137 

634.  26 

60 

57,  917 

1,546 

26.  69 

93 

79 

58 

734.  18 

61 

56,  371 

1,628 

28.  88 

94 

21 

18 

857.  14 

62 

54,  743 

1,713 

31.  29 

95 

3 

3 

1,  000.  00 

63 

53,  030 

1,800 

33.94 

tiee,  as  deaths  occur.)  A  somewhat  lesser  sum — enough  to  grow  to 
$8.95  by  the  end  of  the  year  at  an  assumed  interest  rate — could  be  col- 
lected. If  the  company  agrees  that  it  can  allow  the  insured  3  percent 
on  his  money,  it  would  need  to  collect  only  $8.69  from  each  person, 
instead  of  $8.95,  since  the  $8.69  at  3-percent  interest  will  amount  to 
$8.95  at  the  end  of  one  year  ($8.95^-$1.03=$8.69). 

Thus  the  $8,690  collected  from  the  1,000  insured  at  the  beginning  of 
the  year,  when  increased  by  3-percent  interest,  amounts  to  the  $8,950 
required  to  pay  claims,  all  of  which  are  assumed  to  be  due  at  the  end 
of  the  year.  The  $8.69  is  often  referred  to  as  the  "natural  premium" 
at  age  35.  The  natural  premium  for  1-year  term  insurance  at  any  age 
is  the  death  rate  per  1,000  for  that  age,  discounted  1  year,  at  the  interest 
rate  allowed  by  the  company. 

The  natural  premium  of  $8.69  in  this  illustration  would  be  the 
"pure"  or  net  premium  for  1-year  term  insurance  at  age  35  for  any 
company  that  uses  the  American  Experience  Mortality  Table  and  a 
3-percent  interest  rate.  It  was  obtained  by  dividing  8.95  by  1.03,  or 
by  multiplying  the  death  rate  (8.95)  by  the  present  value  of  $1  due 
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a  year  hence  (0.97087,  from  table  4).  The  figure  would  be  different 
for  companies  that  use  either  a  different  mortality  table  or  a  different 
interest  rate. 

This  premium  of  $8.69  is  obviously  a  net  cost  to  pay  death  claims  and 
does  not  provide  for  meeting  the  operating  expenses  of  the  company. 
It  must  be  "loaded"  for  such  expenses  and  the  sum  is  the  premium  rate 
per  $1,000  quoted  by  the  company  for  its  1-year  term  insurance  at 
age  35.  As  companies  load  their  pure  premiums  differently,  further 
discussion  of  premium  calculations  will  be  limited  to  net  or  pure 
premiums.  It  will  be  understood  that  higher  premiums  are  actually 
charged  because  of  necessary  loading  for  administrative  expenses. 

Attention  probably  should  be  called  to  the  fact  that  the  effect  of  a 
low  interest  rate  in  calculating  premiums  is  to  increase  both  the  cost 
and  the  cash  value  of  the  policy.  A  company  that  uses  the  American 
Experience  Mortality  Table,  and  that  changes  from  a  3%-  to  a  3-per- 
cent interest  assumption,  must  increase  its  net  premium  at  age  35,  for 
example,  by  5.9  percent;  but  the  cash  reserve  on  the  policy  after  10 
years  would  be  $146.01  instead  of  $135.76;  and  after  20  years,  $327.58 
instead  of  $310.75. 

Calculation  of  Premium  for   10- Year  Term  Insurance  at 

Age   35 

Suppose  that  the  81,822  people  attaining  age  35  (according  to  table 
3)  agree  to  share  the  cost  of  paying  $1,000  to  the  beneficiary  of  each 
of  those  within  the  group  who  die  during  the  next  10  years.  The  table 
shows  that  only  74,173  will  attain  age  45  and  that  the  remaining  7,649 
will  have  died.  The  chances  of  survival  are  thus  about  91  percent 
(74,173  +  81,822) .  How  much  net  premium  should  be  collected  to  pay 
these  claims  at  the  end  of  the  various  years  in  which  they  occur? 

Table  4. — Present  discounted  value  of  $1  due  from  1  to  10  years  hence, 

at  3  percent 


Discount  period  (years) 

Present  value 

Discount  period  (years) 

Present  value 

1                                        _         _ 

Dollars 

0.  97087 
.  94260 
.  91514 
.  88849 
.  86261 

6 

Dollars 
0.  83748 

2                  _._ 

7 

.  81309 

3 

8 

.  78941 

4 

9 

.  76642 

5 

10                ___ 

.  74409 

Present  Value  of  Future  Premium  Collections 

Obviously,  81,822  persons  would  pay  premiums  the  first  year.  If 
each  pays  $1  the  total  will  be  $81,822.  According  to  the  mortality 
table,  81,090  will  live  to  pay  premiums  at  the  beginning  of  the  second 
year.  If  $1  is  again  collected  from  each,  $81,090  will  be  collected. 
However,  this  sum  is  to  be  collected  1  year  hence,  so  is  worth  less  now. 
At  3  percent,  its  present  value  is  $78,728  (0.97087  x  81,090). 7     The 


The  factor  0.97087  may  be  obtained  from  column  2,  table  4. 
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$80,353  to  be  collected  2  years  hence  from  those  then  living  to  pay 
premiums  is  worth  only  $75,741  now.8  The  remaining  calculations  to 
complete  the  10-year  term  are  shown  in  table  5.  The  sum  of  column  3 
is  the  present  value  of  the  income  from  future  premiums  paid  by  the 
insured  group  if  $1  is  collected  each  year  from  each  survivor  during 
the  10  years. 

Present  Value  of  Future  Death  Claims 

According  to  the  mortality  table,  732  of  the  original  81,822  will  die 
during  the  first  year.  If  $1,000  is  paid  to  each  beneficiary,  $732,000 
will  be  due;  but  it  will  not  be  due  for  a  year,  and  the  money  can  be 
used  by  the  company  until  then.  The  present  value  of  this  obligation, 
at  3  percent  interest,  is  $710,677,  as  shown  in  column  5,  table  5.  In 
the  same  way,  the  present  value  of  the  737,000,  due  at  the  end  of  the 
second  year,  is  only  $694,696  now.  Other  calculations  to  complete  the 
10-year  term  are  shown  in  table  5.  The  total  of  column  5  is  the  present 
value  of  all  future  $1,000  claims  to  be  paid  during  the  10  years. 

Table  5. — Ten-year  term  insurance:  Calculation  of  net  annual  level 
premium  at  age  35  (American  Experience,  3  percent) 


Attained  age  (years) 
(1) 

Persons 

living 

(2) 

Present  value 
of  $1  premi- 
um payments 
by  survivors 

(3) 

Deaths 
(4) 

Present  value 

of  $1,000 
claims  paid  to 
beneficiaries 

(5) 

Discount  period 

Premiums 
(6) 

Claims 
(7) 

35 _ 

Number 
81,  822 
81,  090 
80,  353 
79,611 
78,  862 
78,  106 
77,  341 
76,  567 
75,  782 
74,  985 
74,  173 

Dollars 

81,822 
2  78,  728 
75,  741 
72,  855 
70,  068 
67,  375 
64,  772 
62,  256 
59,  823 
57,  470 

Number 

732 

737 
742 
749 
756 
765 
774 
785 
797 
812 

Dollars 
1  710,  677 
694,  696 
679,  034 
665,  479 
652,  133 
640,  672 
629,  332 
619,  687 
610,  837 
604,  201 

Years 

0 

1 

2 
3 
4 
5 
6 
7 
8 
9 

Years 

1 

36 

2 

37            - - 

3 

38_    

4 

39_    

5 

40_      __- 

6 

41 

7 

42      

8 

43 

9 

44 

10 

45__    

Total 

690,  910 

6,  506,  748 

*732X $1,000' X 0.97087  (last  figure  is  from  column  2,  table  4) -=$710,677. 
2  $81,090X0.97087 =$78,728. 

Net  annual  premium  per  $1,000  of  insurance^     '       '       =$9.42 

Calculation  of  Level  Annual  Premium 

As  the  totals  of  columns  3  and  5  represent  all  future  income  (on  a  $1 
basis)  and  claims  (on  a  $1,000  basis)  during  the  insured  period  dis- 
counted to  the  present,  column  5  may  be  divided  by  column  3  to  find 
a  level  annual  premium  ($9.42)  which  must  be  collected  from  surviv- 
ing members  each  year  in  order  to  pay  future  claims,  if  they  occur 
in  accordance  with  the  mortality  table.     This  $9.42  is  the  level  annual 

8 $80,353  x  0.94260  (see  table  4). 
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net  payment  or  premium  per  $1,000,  for  10-year  term  insurance  at  age 
35,  for  companies  using  the  American  Experience  Mortality  Table  and 
a  3 -percent  interest  rate. 

Relationship  Between  Level  Premiums  and  ''Legal99  Reserves 

The  net  premium  for  1-year  term  insurance  at  age  35  was  shown  to 
be  $8.69,  whereas  the  level  annual  net  premium  for  a  10-year  term 
policy,  taken  out  at  the  same  age,  is  $9.42.  The  death  rates  increase 
each  year  according  to  the  mortality  table,  which  means  that  the 
premiums  for  1-year  term  insurance  also  increase  each  year.  As  the 
same  premium  is  to  be  collected  every  year  under  a  10-year  term  policy, 
obviously  a  level  or  "average"  rate  somewhat  higher  than  the  first-year 
cost  must  be  charged.  The  level  rate  of  $9.42  permits  the  company  to 
accumulate  the  difference  between  the  level  premium  and  the  annually 
increasing  mortality  cost,  and  set  this  sum  aside  to  draw  interest 
against  the  time  when  the  level  premium  is  no  longer  sufficient  to  meet 
mortality  costs.  This  is  illustrated  in  table  6.  As  indicated  in  that 
table,  the  level  premium  of  $9.42  is  more  than  the  annual  cost  during 
the  first  5  years,  but  during  the  last  5  years  it  becomes  increasingly 
inadequate  to  meet  the  annual  costs.  The  "extra  payments"  during 
the  early  years  are  accumulated  at  interest  in  a  reserve  fund  so  as  to 
offset  the  underpayments  in  the  later  years. 

Table  6. — Illustration  of  accumulation  and  depletion  of  reserve  under  a 
$1,000, 10-year  term  policy  taken  out  at  age  85  (American  Experience, 
8  percent) 


Attained  age  (years) 
(1) 

Level  annual 
premium 

(2) 

1-year 
term  insur- 
ance rate 

(3) 

Difference 

(4) 

Reserve  at 

end  of  the 

year 

(5) 

35              _                            

Dollars 
9.42 
9.42 
9.42 
9.  42 
9.  42 
9.  42 
9.42 
9.42 
9.42 
9.42 

Dollars 

8.  69 
8.82 

8.97 

9.  13 
9.31 
9.51 
9.72 
9.  95 

10.21 
10.  51 

Dollars 

0.73 

.60 

.45 

.29 

.  11 

-.09 

-.30 

-.53 

-.79 

-1.  09 

Dollars 

0.  76 

36__      

1.41 

37                                              

1.  93 

38 

2.  31 

39                                                

2.  51 

40 

2.52 

41            ______ 

2.31 

42 

1.85 

43 

44 

1.  10 
0 

Commutation  Columns 

Tables  called  "commutation  columns"  have  been  prepared  from 
mortality  tables  using  various  interest  rates,  which  expedite  the 
calculation  of  life  insurance  premiums.  Their  use  will  not  be  con- 
sidered here.  The  primary  purpose  of  computing  a  level  annual 
premium  is  to  illustrate  how  it  involves  the  accumulation  of  reserves 
which  are  necessary  for  the  fulfillment  of  the  contract  by  the  company. 
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RESERVES 

Premium  costs  for  different  policies  at  the  same  age  differ  in  general 
by  the  amount  of  the  extra  payments  involved.  If  one  policy  is  higher 
in  price  than  another  offered  by  the  same  company  on  the  same  life, 
it  is  usually  because  more  in  extra  payments  are  accumulated  in  con- 
nection with  it  than  with  the  cheaper  policy.  These  extra  payments 
are  accumulated  with  interest  by  the  company  as  reserves.  The  estab- 
lishment of  policy  reserves  is  sound  in  principle.  State  laws  govern 
their  establishment  and  how  they  may  be  invested.  These  "legaF' 
reserves  are  not  profits  of  the  company.  They  are  funds  which  the 
laws  require  that  the  company  have  on  hand  or  invested.  Together 
with  the  present  value  of  future  premiums  to  be  received,  they  equal 
the  present  value  of  all  outstanding  insurance  obligations. 

Obviously,  except  for  term  insurance,  the  longer  you  live  and  keep 
a  policy  in  force,  the  more  you  accumulate  as  savings  in  the  reserve. 
In  addition  to  varying  with  the  time  the  policy  has  been  in  force, 
the  reserves  also  vary  with  the  kind  of  policy,  as  shown  in  table  7. 

Table  7.— Reserves  on  various  policies,  age  35  at  entry,  after  5,  10, 
IS,  and  20  years  have  elapsed  {American  Experience,  3  percent, 
FLPy 


Kind  of  policy 


Reserves  at  end  of  years  stated 


20 


1-year  term 

5-year  term 

10-year  term 

Ordinary  life 

20-pay  life 

20-year  endowment 


Dollars 

0 
0 

2.  I 

68.  ] 

117.  i 


185.  71 


Dollars 

0 

0 

0 
146.  01 
255.  78 
407.  45 


Dollars 

0 

0 

0 
233.  \ 
418.  X 
674.  ( 


Dollars 

0 

0 

0 

327.  58 

609.  92 

1,  000.  00 


1  FLP  signifies  Full  Level  Premium.  A  surrender  charge  is  usually  deducted 
from  the  reserve  value  to  obtain  the  cash-surrender  value  in  case  a  policy  is 
dropped. 

The  "nonforfeiture"  value  of  a  policy  means  its  value  in  cash  or 
insurance  if  the  policy  is  dropped.  This  value  is  the  amount  of  the 
reserve  less  (usually)  a  small  surrender  charge,  which  is  necessary 
to  take  care  of  unliquidated  expenses.  As  in  the  case  of  the  reserves, 
these  nonforfeiture  values  vary  according  to  the  number  of  years  the 
policy  has  been  in  force.  By  looking  at  these  schedules  one  can  deter- 
mine (1)  the  cash-surrender  value  of  his  policy  on  anniversary  dates, 
or  (in  lieu  of  a  lump-sum  payment),  (2)  how  much  paid-up  insurance 
the  surrender  value  will  buy,  or  (3)  in  the  case  of  extended-term  insur- 
ance, how  long  the  surrender  value  will  carry  the  policy  without 
further  payment  of  premiums.  (See  section  on  "Nonforfeiture 
Provisions.") 

Any  amount  up  to  the  nonforfeiture  (or  cash-surrender)  value  of 
a  policy — representing  the  insured's  savings  from  the  extra  payments 
in  the  early  years  of  a  level-premium  policy — may  be  borrowed  at 
interest  from  the  company.  (See  section  on  "Policy  Loans.")  If 
the  insured  dies,  the  company  pays  the  beneficiary  the  face  amount  of 
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the  policy  minus  any  policy  loan  that  may  have  been  made.  The 
fact  that  what  the  company  pays  the  beneficiary  consists  in  part  of 
the  insured's  reserve  has  caused  much  misunderstanding  by  those  who 
apparently  are  not  informed  as  to  how  premiums  are  computed.  In 
fact,  several  books  have  been  written  in  which  this  point  is  the  princi- 
pal argument  against  policies  that  involve  savings.  If  it  is  remem- 
bered that  a  company  charges  the  policyholder  only  for  the  amount 
of  insurance  that  is  actually  necessary  each  year  to  make  up  the  differ- 
ence between  his  accumulated  savings  and  the  face  of  the  policy,  this 
misunderstanding  should  disappear. 

As  an  illustration  of  this  point,  let  us  consider  a  20-year,  $1,000 
endowment  policy  taken  out  at  the  age  of  35  years.  The  net  annual 
level  premium  for  companies  that  use  the  American  Experience 
Mortality  Table  and  a  3-percent  interest  rate  is  $41.97.  (See  table  2.) 
This  amount  consists  of  $10.91  for  20-year  term  insurance  and  $31.06 
for  a  pure  endowment  of  $1,000,  that  is,  one  that  is  payable  only  to 
those  who  are  alive  at  age  55.  To  amount  to  $1,000  in  20  years  without 
due  allowance  for  the  probability  of  prior  death,  annual  payments 
of  $36.13,  with  interest  at  3  percent,  would  be  required  instead  of 
$31.06.  However,  as  the  payment  of  $1,000  under  the  endowment 
portion  of  the  contract  is  subject  to  a  life  contingency,  the  cost  is  re- 
duced from  $36.13  to  $31.06.  If  the  insured  dies  during  the  20  years, 
he  is  paid  from  the  term  insurance.  If  he  is  among  the  79  percent 
calculated  to  survive,  he  will  be  paid  in  part  from  the  endowment- 
fund  contributions  of  those  who  died  and  were  paid  from  their  term 
insurance.  The  annual  contributions  of  $31.06  by  those  who  died 
are  necessary,  with  interest,  along  with  the  accumulations  of  those 
who  lived,  in  order  to  pay  off  the  survivors.  Obviously,  the  insured 
buys  a  policy  in  a  specified  sum  ($1,000  in  the  illustration)  because 
he  thinks  he  needs  only  that  sum.  By  keeping  the  reserves  of  those 
who  died,  and  calculating  the  premium  accordingly,  the  company 
is  able  to  offer  the  needed  protection  at  a  cheaper  price  than  if  the 
reserve  were  payable  to  the  beneficiary  in  addition  to  the  face  amount 
of  the  policy. 

In  figure  1,  the  level  annual  premium  for  an  ordinary  life  policy 
taken  out  at  age  35  ($21.08)  is  compared  with  the  ever-increasing 
annual  premium  for  one-year  term  insurance.  The  latter  would  be 
cheapest  until  age  58  is  reached,  then  the  cost  of  the  annual  term  in- 
surance would  exceed  the  annual  level  premium  of  $21.08  for  the 
ordinary  life  policy.  Each  year  the  term-insurance  rate  per  $1,000 
grows  increasingly  higher  and  its  cost  becomes  almost  prohibitive  at 
the  more  advanced  ages. 

Under  the  ordinary  life  policy  the  margin  built  up  with  interest 
by  extra  or  overpayments  in  the  earlier  years  (the  shaded  area  in 
figure  1)  permits  the  company  to  pay  the  increased  claim  costs  in  the 
later  years  without  increasing  the  annual  premium  charge.  _  This  fig- 
ure also  shows  how  these  overpayments  accumulate  with  interest  as 
.reserves  until,  if  the  insured  lives,  they  amount  to  $233  at  age  50  and 
$698  at  age  75.  At  age  96,  if  the  insured  has  survived,  the  face  value 
of  the  policy  is  paid  to  him.  The  reserve  after  any  number  of  years 
constitutes  the  approximate  cash  value  of  the  policy  if  it  is  surrendered, 
and  is  the  maximum  amount  that  can  be  obtained  on  the  policy  if  a  loan 
is  wanted. 
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In  the  figure  the  area  representing  (extra  or)  "overpayments-'  is 
less  than  the  area  representing  "underpayments."  This  is  because  in- 
terest has  not  been  compounded  in  connection  with  the  extra  payments 
and  because  the  figures  for  both  areas  are  based  on  only  one  person, 
who  is  presumed  to  live  to  pay  premiums  through  the  ages  indicated. 
There  are,  however,  many  more  persons  living  in  the  age  group  to 
make  the  extra  payments  than  there  are  to  make  the  underpayments, 
and  as  $1,000  death  claims  are  paid  and  deficiencies  in  the  level  pre- 
mium in  these  later  years  are  met  out  of  the  reserve  fund  in  connection 
with  those  living  to  pay  premiums,  the  joint  reserve  of  those  insured 
at  age  35  actually  reaches  a  maximum  at  age  63.  It  declines  after 
that,  and  is  finally  exhausted  when  all  are  dead.  (See  table  8.)  If 
any  are  actually  living  at  age  96  ( the  extremity  of  the  particular  mor- 
tality table  used)  each  is  paid  his  $1,000  and  is  no  longer  required  to 
pay  premiums. 


55  65 

ATTAINED  AGE 

•ttESERVE  ACCUMULATES  TO  SI. OOO  AT  96 


Figure  1— Level  premium  plan  applied  to  ordinary  life  policy 

Under  1-year  term  insurance  the  rate  increases  each  year.  Under  ordinary  life 
insurance  the  rate  remains  the  same  throughout  the  life  of  the  policy  and  the 
policyholder's  reserve  (and  cash-surrender  value)  accumulates  as  he  lives. 
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TERMS  OF  POLICY 

Nonforfeiture  Provisions 

An  important  part  of  a  policy  is  what  will  happen  to  the  accumulated 
reserve  in  case  of  nonpayment  of  premiums.  After  the  policy  has 
been  in  force  3  years,  or  2  years  in  the  case  of  some  companies,  it  will 
have  a  cash-surrender  value.  This  value  is  the  reserve  minus  a  small 
surrender  charge  in  some  instances.  A  schedule  of  cash-surrender 
values  appears  in  the  policy.  From  this  the  amount  now  available  can 
be  figured  by  using  the  number  of  years  the  policy  has  been  in  force. 

This  schedule  shows  an  increase  each  year  in  these  values  as  of  the 
anniversary  date  of  the  policy.  If  a  policy  is  cashed  between  anni- 
versary dates,  however,  most  companies  now  pay  more  than  just  the 
cash-surrender  value  on  the  last  anniversary  date.  They  pay  an 
amount  in  between  the  two  quoted  cash-surrender  values  that  is  propor- 
tional to  the  elapsed  time.  For  example,  if  a  policy  has  been  in  force 
for  13V2  years  and  its  value  was  $197.35  on  the  thirteenth  anniversary 
date  and  $215.16  on  the  fourteenth  anniversary  date,  the  company 
would  pay  $206.25  upon  surrender,  a  value  that  in  this  case  is  halfway 
between  the  values  on  the  two  anniversary  dates.  Therefore  if  a  pol- 
icy is  to  be  cashed  and  the  emergency  is  not  too  urgent,  inquiry  should 
be  made  whether  the  company  grants  a  "proportional"  surrender 
value :  if  not,  there  is  an  advantage  in  waiting  until  the  anniversary 
date  shown  on  the  front  of  the  policy  before  cashing  it.  The  dividends 
of  a  mutual  or  participating  company  are  also  distributed  to  policy- 
holders on  their  policy  anniversary  dates. 

Other  ways  of  getting  the  reserve  out  of  a  policy,  in  the  form  of 
insurance,  may  be  selected  instead  of  a  lump-sum  payment  of  the 
surrender  value.  These  options  are  (1)  paid-up  insurance  for  a 
reduced  amount,  (2)  extended-term  insurance,  and  (3)  a  premium 
loan.  A  statement  as  to  which  of  these  options  becomes  automati- 
cally effective  if  no  choice  is  made  by  the  insured  also  appears  in  the 
policy. 

Under  the  "paid-up  insurance"  option  the  cash  value  is  used  to 
purchase  as  much  paid-up  insurance  of  the  same  kind  and  amount  as 
it  will  buy.  This  lesser  amount  is  then  kept  in  force  for  life,  without 
further  payment  of  premiums.  Under  the  "extended-term"  option 
the  surrender  value  is  used  to  pay  for  a  term  policy  in  the  same 
amount  as  the  original  policy  for  as  many  years  as  it  will  pay  for. 
Under  the  "premium-loan"  option  the  surrender  value  is  drawn  upon 
by  the  company  to  pay  premiums  as  they  are  defaulted,  for  as  long 
as  the  fund  lasts.  Then  the  insurance  ceases.  As  in  the  case  of  an 
outright  loan  on  the  policy,  the  insured  may  pay  off  the  sums  with- 
drawn to  pay  premiums  and  thus  reinstate  the  policy  to  its  scheduled 
surrender  value.  After  such  payment  and  reinstatement  the  full  face 
value  of  the  policy  will  again  be  payable  in  case  of  death,  rather  than 
the  face  value  reduced  by  the  amount  of  the  premium  loans.  Under 
the  two  options  previously  mentioned,  the  plan  of  insurance  is  perma- 
nently changed. 
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Optional  Methods   of   Settlement 

Practically  all  policies  now  provide  for  a  choice  between  the  lump- 
sum payment  of  the  face  amount  of  the  policy  to  the  beneficiary  upon 
the  death  of  the  insured  and  settlements  which  guarantee  a  periodic 
income  or  a  combination  lump-sum  payment  and  periodic  income.  If 
one  of  these  optional  settlements  is  selected  by  the  insured,  he  may 
change  it  while  he  lives;  but  his  choice  cannot  be  altered  by  the 
beneficiary  after  his  death.  If  the  insured  has  not  previously  selected 
one  of  the  ways  of  settlement,  his  beneficiary  may  choose  one  of  them 
at  the  proper  time  instead  of  a  lump-sum  payment. 

These  options  enable  the  insured  to  look  beyond  his  death  and 
arrange  for  the  method  of  payment  he  thinks  best.  Furthermore  the 
proceeds  of  an  insurance  policy,  whether  paid  in  a  lump  sum  or  period- 
ically are  not  subject  to  the  Federal  income  tax.  Endowment  policy 
payments  received  during  the  lifetime  of  the  insured  are  also  excluded 
until  payments  equal  the  cost  of  the  policy.  The  insurance  company 
makes  no  direct  charge  for  its  service  as  an  executor,  but  merely  merges 
the  extra  expense  of  these  settlements  in  the  general  expenses  of  the 
company.  And  as  the  fund  is  also  merged  with  the  entire  investments 
of  the  company,  the  risk  of  loss  is  minimized  through  diversification. 
The  options  are  also  available  to  an  insured  who  lives  to  see  his 
endowment  policy  mature  and  who  wishes  to  receive  the  face  value, 
along  with  interest,  as  a  retirement  income  payable  periodically  to 
himself ;  or  he  may  let  it  accumulate  at  interest  to  be  paid  later  as  a 
lump  sum  or  in  installments  to  his  beneficiary.  The  options  are  also 
available  (with  limitations)  to  those  who  cash  their  policies  for  their 
surrender  value  and  who  desire  to  receive  their  money  in  installments 
rather  than  as  a  single  payment. 

The  principal  optional  ways  of  settlement  that  are  of  interest  to 
farmers  are:  (1)  payment  of  the  face  value,  with  interest,  in  equal 
installments  for  a  selected  number  of  years,  the  amount  of  the  install- 
ments depending  on  the  number  of  years  selected,  (2)  payment  of  a 
somewhat  smaller  sum  periodically  for  a  guaranteed  number  of  years, 
but  such  payments  to  continue  only  as  long  thereafter  as  the  beneficiary 
lives,  (3)  payment  of  equal  installments  for  some  selected  amount  until 
the  proceeds  of  the  policy,  together  with  interest,  are  exhausted,  and 
(4)  a  life  income,  payable  monthly  or  otherwise,  as  long  and  only  as 
long  as  the  beneficiary  lives,  in  such  amount  as  the  surrender  value 
with  interest  will  buy. 

It  will  be  noted  that  under  (1)  and  (3)  the  payments  are  for  a  fixed 
period  of  years  and  are  continued,  as  payments  to  the  beneficiary's 
estate,  even  though  the  beneficiary  should  die  before  the  expiration  of 
the  term.  However,  under  (2)  and  (4)  the  payment  period  depends 
partly  or  entirely  upon  how  long  the  beneficiary  lives;  therefore  the 
amounts  to  be  paid  periodically  under  these  options  depend  on  the 
age  of  the  beneficiary  at  the  time  payments  start.  It  will  be  noted 
also  that  (2)  and  (4)  are  the  same  except  that  under  (2)  there  isa 
definite  period  of  guaranteed  payments,  usually  10  or  20  years,  in 
which  payments  are  to  be  continued  to  the  end  of  the  period  even 
though  the  beneficiary  should  die  during  that  time,  whereas  under  (4) 
the  payments  cease  immediately  upon  the  death  of  the  beneficiary. 
Because  of  the  guarantee d-payment  period,  a  given  surrender  value 
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will  buy  less  income  under  option  (2)  than  under  option  (4).  The 
difference  increases  with  the  increased  age  of  the  beneficiary. 

Table  9  may  be  used  in  connection  with  settlement  options  (1)  and 
(3)  to  determine,  for  companies  allowing  3-percent  interest  on  money 
left  with  them,  the  amount  of  insurance  needed  to  provide  a  desired 
monthly  income  for  a  specified  period  of  years.  If,  for  example,  $30 
a  month  will  be  needed  for  the  first  8  years  after  the  death  of  the 
insured,  the  table  indicates  that  $2,568  worth  of  insurance  is  required. 
A  policy  for  $2,500  will  approximately  meet  the  need.  If  a  man 
already  has  $5,000  worth  of  insurance  and  wishes  to  know  the  monthly 
income  his  family  will  draw  from  it  after  his  death,  if  it  is  "stretched 
out"  over  10  years,  he  will  find  from  the  table  that  it  will  provide  ap- 
proximately $50  a  month. 

The  appropriate  option  may  be  selected  when  the  insurance  is  ob- 
tained, or  may  be  designated  later.  The  agent  can  handle  the  matter 
or  one  can  write  directly  to  the  company  about  it.  The  procedure  is 
to  send  the  policy  to  the  company  for  endorsement  of  the  agreement 
or  attachment  of  a  form  setting  forth  the  agreement. 

Other  Provisions 

Grace  Period 

Practically  all  policies  provide  that  insurance  shall  continue  in  force 
for  a  month  after  premiums  become  due.  If  the  premium-loan  option 
is  automatic  upon  nonpayment  of  premiums,  interest  is  usually  charged 
on  the  loan  value  withdrawn  to  pay  premiums  in  default  from  the  due 
date. 

Policy  Loans 

As  there  is  nothing  to  prevent  the  insured  from  giving  up  his  policy 
for  its  surrender  value,  companies  permit  him  to  obtain  a  loan  on  his 
policy,  except  in  the  case  of  industrial  insurance,  for  any  amount  up 
to  the  cash-surrender  value.  The  interest  rate  is  usually  5  or  6  per- 
cent, which  may  or  may  not  be  payable  in  advance  as  a  deduction  from 
the  loan. 

The  justification  for  charging  an  interest  rate  on  policy  loans  which 
is  higher  than  that  allowed  by  the  company  in  computing  the  level 
premium  is  that  if  this  were  not  done  the  company  would  receive  no 
allowance  for  expenses  on  this  part  of  its  business. 

If  the  insured  dies  before  a  policy  loan  is  repaid,  the  amount  of  the 
loan  is  deducted  from  the  face  value  of  the  policy  and  the  beneficiary 
is  paid  the  remainder.  The  deduction  of  the  amount  of  the  loan,  as 
part  of  the  policy  reserve,  from  the  face  amount  of  the  insurance  may 
appear  to  be  unjustified,  but  upon  further  thought  it  becomes  obvious 
that  the  reserve  does  not  belong  to  the  insured  unless  and  until  the 
policy  and  all  its  benefits  are  surrendered.  The  premium  calculations 
have  not  provided  for  payment  of  the  reserve  as  well  as  the  face 
amount  of  the  policy  to  beneficiaries.  The  reserves  of  those  who  die, 
together  with  the  "extra  payments"  of  those  who  live,  are  necessary 
in  order  to  pay  off  those  who  survive  to  die  at  a  later  date.  If  the 
reserve  were  payable  to  the  beneficiary  along  with  the  face  amount 
of  the  policy,  a  much  higher  premium  would  be  required. 
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Assignments 

Life  insurance  policies,  except  industrial  insurance  in  most 
instances,  may  be  assigned  to  third  parties  as  security  for  payment  of 
debts.  If  due  notice  of  assignment  has  been  given  the  company,  it 
will  apply  the  proceeds  of  the  policy  on  the  debt  in  case  the  insured 
dies  and  pay  the  remainder,  if  any,  to  the  beneficiary. 

Disability  Provisions 

At  a  small  additional  cost  a  provision  called  a  "waiver-of-premiums" 
may  be  obtained,  under  which  the  insured  is  relieved  from  paying 
premiums  in  case  of  total  and  permanent  disability.  The  extra  cost 
is  small.  From  about  1920  to  1932  many  companies  also  offered,  in 
connection  with  their  policies,  separate  monthly  income  payments, 
payable  for  life  or  to  the  maturity  date  of  the  policy.  This  monthly 
income  was  usually  1  percent  of  the  face  amount  of  the  policy.  Thus 
the  disability  clause  in  a  $1,000  ordinary  life  policy  provided  for  pay- 
ments of  $10  a  month  to  the  insured  as  long  as  he  lived,  and  the  further 
payment  of  the  face  amount  when  the  insured  died.  This  clause  has 
been  rather  generally  discontinued  in  favor  of  the  waiver-of-premiums 
provision.  Anyone  having  a  policy  which  contains  one  of  these 
clauses  regarding  disability  income  should  retain  it  if  it  is  at  all  pos- 
sible to  do  so. 

Double  Indemnity 

A  "double  indemnity"  clause,  under  which  double  the  face  amount 
of  the  policy  is  paid  in  case  of  accidental  death,  may  also  be  obtained 
at  a  small  additional  cost.  As  the  need  for  insurance  is  unrelated 
to  the  cause  of  death,  there  is  little  that  can  be  said  in  favor  of  this 
clause. 

PLANNING  AN  INSURANCE  PROGRAM 

The   Problem 

A  farmer,  aged  35,  decides  that  in  the  event  of  his  death  his  family 
would  need  about  $1,000  to  pay  burial  and  other  expenses,  and  leave  a 
small  sum  to  tide  over  until  other  plans  can  be  made.  He  feels  that 
they  also  should  have  about  $30  a  month  extra  until  his  oldest  boy  is 
out  of  college — which  will  be  in  about  10  years.  In  addition,  he  wants 
enough  insurance  to  pay  off  a  $3,000  mortgage  on  the  place,  running 
8  years,  which  draws  5  percent  interest  and  requires  a  $161  annual 
installment.  This  farmer  thinks  that  if  he  lives  he  can  meet  the 
mortgage  installments  as  they  come  clue  and  pay  the  boy's  way  through 
the  State  college.  But  if  he  dies  he  wants  to  have  his  family  provided 
for  as  outlined. 

A  Possible   Solution 

Obviously,  a  $1,000  ordinary  life  policy  is  needed  for  the  permanent 
protection.  The  net  annual  premium  (for  companies  using  the  Amer- 
ican Experience  Mortality  Table  and  a  3-percent  interest  rate)  is 
$21.08  per  $1,000  (table  2) .  If  the  company  "loads''  its  net  premium 
by  one-third  for  necessary  overhead  expenses,  this  policy  would  cost 
about  $28  per  year. 
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Each  year  that  the  farmer  lives  to  make  payments  on  his  mortgage, 
its  balance  is  reduced.  So  also  is  the  interval  of  time  during  which 
the  $30  monthly  income  is  needed,  before  the  boy  graduates  from  col- 
lege, Therefore,  the  insurance  needs  of  the  family  diminish  each 
year  the  farmer  lives.    This  fact  is  set  out  in  table  10. 

From  the  table  it  appears  that  $6,000  of  5-fear  term  insurance,  in 
addition  to  the  $1,000  of  ordinary  life  insurance,  will  be  needed  for 
the  immediate  future.  If  the  farmer  lives  out  the  5-year  term,  he 
can  renew  his  term  insurance  for  another  5  years  for  $3,000.  It  will 
be  noted  that  each  year  the  farmer  lives  during  each  5-year  term, 
the  margin  between  the  face  amount  of  the  insurance  and  his  insur- 
ance^ needs  increases.  Evidently  this  cannot  be  avoided  except  by 
obtaining  yearly  renewable  term  insurance  for  the  exact  amount  of 
protection  needed  each  year.  One-year  term  insurance  is  not  always 
available,  and  usually  it  cannot  be  obtained  in  odd  amounts.  But  in 
case  of  the  death  of  the  insured,  this  margin  of  income  above  immedi- 
ate needs  will  add  further  to  the  financial  security  of  the  family  as  it 
will  amount  to  substantial  sums  if  death  occurs  near  the  end  of  either 
5-year  term. 

Table  10. — Amount  of  insurance  required  to  meet  specified  obligations 
if  farmer  dies  within  10  years 


Presumed  years  elapsing  before  death  of  farmer 
(number) 

(1) 

Balance  on 
mortgage  ' 

(2) 

Purchase  price  of 
$30  monthly  in- 
come until  oldest 
boy  is  out  of  col- 
lege 2 

(3) 

Total  amount  of 
insurance  actual- 
ly required  (2) 
plus  (3) 

(4) 

0__ 

1 

Dollars 

3,000 

2,  686 

2,356 

2,010 

1,646 

1,264 

863 

442 

0 

0 

0 

Dollars 

3,  121 

2,848 

2,568 

2,279 

1,982 

1,675 

1,360 

1,035 

700 

355 

0 

Dollars 

6,121 

5,534 

2 

3 

4 

5 

6 

7 

8 

9 

4,924 
4,289 
3,628 
2,939 
2,223 
1,477 
700 
355 

10_         _     _   ___     _     __ 

0 

1  Interest  at  5  percent;  annual  installments,  $464. 

2  See  table  9. 


The  net  annual  premium  for  5 -year  term  insurance  at  age  35  for 
companies  using  the  American  Experience  Mortality  Table  and  a  3- 
percent  interest  rate  is  $8.97  per  $1,000,  or  $53.82  per  year  for  $6,000- 
worth  of  insurance  (table  2).  If  loaded  by  one-third  for  necessary 
operating  expenses,  this  annual  level  premium  would  amount  to  about 
$72  each  year  for  the  first  5  years.  If  one  policy  for  $6,000  were 
taken,  a  lump-sum  payment  of  $3,000  could  be  selected  to  pay  off  the 
mortgage,  and  the  remaining  $3,000  could  be  made  payable  as  a  $30 
monthly  income  for  about  10  years.  Obviously,  each  year  the  farmer 
lives  during  the  term  of  the  policy  adds  another  year  to  the  time  after 
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the  boy  graduates  during  which  the  $30  monthly  income  payments 
will  be  received. 

[Here'  term  insurance  has  been  added  to  an  ordinary  life  policy  to 
obtain  the  protection  desired.  When  such  insurance  is  sold  under  one 
contract  it  is  called  a  "family-maintenance"  policy.  Under  it,  as  in 
the  illustration,  the  income  is  payable  for  a  fixed  number  of  years 
after  death.  If  the  insured  lives'to  reduce  the  debts  and  also  the  period 
during  which  the  monthly  income  is  desired  for  the  beneficiary  (until 
graduation  of  the  son  in  the  example),  then  more  protection  than 
necessary  is  provided  in  the  later  years  of  the  contract  period. 

Actually,  some  companies  will  sell  a  policy  which  combines  yearly 
term  insurance,  in  reducing  amounts,  with  ordinary  life  insurance  so 
that  at  death  a  monthly  income  is  payable  to  the  beneficiary  for  the 
unexpired  period  (until  the  son  graduates)  and  in  addition  a  lump 
sum  (to  pay  off  the  balance  on  the  mortgage) .  Since  the  period  dur- 
ing which  the  payments  are  to  be  made  is  constantly  diminishing, 
there  is  less  protection  later  on  than  at  first,  and  the  premium  is  like- 
wise less  than  under  either  the  family-maintenance  policy  or  a  program 
which  combines  term  insurance  and  ordinary  life  in  separate  policies. 
The  plan  of  combining  term  with  ordinary  life  insurance  in  separate 
policies  has  been  used  in  the  illustration  because  it  illustrates  simply 
and  adequately  the  flexibility  of  insurance  in  meeting  changing  needs.] 

An  alternative  would  be  to  obtain  two  separate  5-year  term  policies, 
each  for  $3,000,  using  the  lump-sum  settlement  option  for  one  and 
the  monthly  income  option  for  the  other.  There  is  a  small  saving  in 
paying  premiums  annually  or  semiannually  rather  than  quarterly. 
By  having  two  policies,  premiums  may  be  made  payable  annually  but 
on  different  dates.  The  annual  cost  of  insurance  per  $1,000  for  any 
type  policy  is  the  same  for  any  age  whether  one  $6,000  policy  is  ob- 
tained or  two  for  $3,000  each  are  obtained. 

After  the  first  5  years  the  insurance  could  be  renewed  for  $3,000, 
making  $1,300  available  immediately  upon  death  of  the  insured,  and 
selecting  the  monthly  income  settlement  option  for  distribution  of 
the  remaining  $1,700.  The  $1,300  to  be  paid  immediately  would  more 
than  pay  the  remaining  debt,  which  by  this  time  will  have  been  reduced 
to  $1,264,  and  the  $1,700  would  buy  a  monthly  income  of  $30  for  about 
5  years  and  1  month,  or  $25  for  about  6  years  and  2  months,  beginning 
on  the  date  the  insured  dies,  if  during  the  5 -year  term.9 

For  companies  using  the  American  Experience  Mortality  Table  and 
a  3-percent  interest  rate,  the  net  annual  premium  for  5-year  term 
insurance  at  age  Jft  is  $9.96  per  $1,000,  or  $29.88  for  $3,000  of  insur- 
ance. (See  table  2.)  If  loaded  by  one-third  for  necessary  operating 
costs,  the  premium  would  be  about  $40  each  year  during  this  second  5 
years. 

If  the  farmer  died  in  the  middle  of  the  ninth  year,  for  example,  the 
mortgage  would  have  been  paid  off,  the  widow  would  have  the  $1,300 
which  was  provided  at  the  beginning  of  the  last  5 -year  term  for  pay- 
ment of  the  mortgage,  and  this  money  could  be  left  with  the  company 
to  draw  interest  and  be  paid  as  a  monthly  income.     Eeference  to  table 

9  The  monthly  income  of  $25  purchasable  for  6  years  and  2  months  with  $1,700 
may  be  estimated  from  table  9  by  interpolating  between  (1)  a  monthly  income  of 
$25  purchasable  for  6  years  with  $1,651,  and  (2)  a  monthly  income  of  $25  pur- 
chasable for  7  years  with  $1,899. 
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9  shows  that  $1,377  left  with  a  company  that  pays  3  percent  will  buy 
an  additional  monthly  income  of  $10  for  14  years,  or  $1,321  will  buy 
a  monthly  income  of  $20  for  6  years.  The  $1,300  will  therefore  buy 
only  slightly  less  than  these  monthly  incomes  for  the  same  periods. 

In  this  case  the  farmer's  widow  would  have  not  only  the  $25  a 
month  for  6  years  and  2  months,  provided  by  the  $1,700  under  the 
option  selected  by  the  farmer,  but  would  have  an  additional  monthly 
income  under  the  same  option  selected  by  her  when  the  policy  matured, 
instead  of  a  lump-sum  payment  which  would  be  no  longer  needed  to 
pay  off  the  mortgage. 

At  the  end  of  the  10-year  period  this  farmer's  ordinary  life  policy 
will  have  a  cash-surrender  value  of  about  $145,  and  if  he  lives  20  years 
its  value  will  have  increased  to  about  $325.  (See  table  7.)  Amounts 
up  to  these  values  may  be  borrowed  on  the  policy  without  surrender- 
ing it.  The  operation  of  the  level-premium  principle  thus  creates  a 
small  reserve  for  the  farmer  which  he  may  draw  on  in  an  emergency 
if  he  lives.  A  rate  of  5  or  6  percent  is  usually  charged,  however,  in 
connection  with  policy  loans. 

Suppose  that  the  farmer  lives  20  years,  and  no  longer  cares  to  pay 
premiums,  or  he  no  longer  needs  the  full  $1,000  of  protection  under 
the  ordinary  life  policy.  The  table  below  indicates  that  at  age  55 
each  $1  of  surrender  value  will  buy  $1.64  of  paid-up  insurance.  He 
can  exercise  the  "paid-up  insurance"  option  in  his  policy  and  obtain, 
for  his  $325  reserve  fund,  about  $533  of  insurance  which  remains  in 
effect  for  the  rest  of  his  life  although  he  does  not  have  to  pay  any 
more  premiums. 

Amount  of  paid-up 
Attained  insurance  tvhich  each  $1 

age  of  surrender  value 

(Years)  will  buy — Dollars 

25 2.81 

30 2.59 

35 2.38 

40 2.18 

45 1.98 

50 1.S0 

55 1.61 

60 1.50 

The  insurance  plan  of  a  family  may  be  adjusted  in  various  ways  to 
changing  family  circumstances.  An  improvement  in  the  family's 
position  may  enable  it  to  pay  premiums  in  larger  installments,  or  to 
increase  the  amount  of  its  insurance  on  insured  members,  or  to  take 
out  insurance  on  uninsured  members.  If  money  difficulties  arise,  pay- 
ments or  premiums  may  be  reduced  by  replacing  any  insurance  which 
has  a  savings  feature,  such  as  20-pay-life  or  endowment,  with  insur- 
ance which  features  protection  and  less  savings,  such  as  ordinary  life 
policies.  Before  a  change  from  a  higher-  to  a  lower-premium  policy 
will  be  permitted  by  the  company,  the  policyholder  must  show  that 
he  is  entitled  physically  to  new  life  insurance.  Such  evidence  of 
insurability,  sometimes  requiring  a  medical  examination,  usually  must 
be  furnished  without  expense  to  the  company.  Another  alternative 
is  to  reduce  the  amount  of  insurance  on  dependents.  One  or  more  of 
these  changes  may  release  enough  funds  to  meet  the  emergency.  If 
more  money  is  needed,  one  or  more  policies  on  dependents  may  be 
surrendered  outright  for  their  cash  value.    The  insurance  on  the  prin- 
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cipal  wage  earner  should  be  kept,  even  if  it  is  necessary  to  surrender 
policies  on  dependents.  Any  insurance  on  a  family  member  who  is 
in  poor  health  obviously  should  not  be  sacrificed. 

Table  11. — Summary  of  kinds  and  amounts  oj  insurance  under  illus- 
trative program,  and  estimated  annual  costs,  by  5 -year  age  intervals 
and  at  age  45  and  thereafter 


Attained-age  group  and  kinds  of  insurance 

• 

Amount  of 
insurance 

Estimated 
annual  cost 

Age  35-39: 

Ordinary  life  insurance 

Dollars 

1,  000 
6,000 

Dollars 

28 

Term  insurance 

72 

Total      __                             _                           _   -__ 

7,000 

100 

Age  40-44: 

Ordinary  life  insurance   _                                 _   _   _ 

1,000 
3,000 

28 

Term  insurance 

40 

Total.            _           ______       _     _   _ 

4,000 

68 

Age  45  and  over:   Ordinary  life  insurance- 

1,000 

28 

Summary  Statement  on  Planning  an  Insurance  Program 

Most  men  should  carry  some  life  insurance.  This  is  especially  true 
if  a  man  is  heavily  in  debt  and  has  others  dependent  upon  him.  There 
are  several  types  of  life  insurance  policies,  of  which  some  of  the  most 
common  are:  (1)  Term  insurance,  renewable  or  convertible,  (2) 
ordinary  life,  (3)  limited-payment  life,  (4)  endowment. 

1.  Term  insurance  is  the  cheapest  form  for  a  short  time.  This  is 
a  good  form  to  take  out  if  one  needs  a  lot  of  protection  for  just  a  few 
years.  The  same  premium  is  paid  each  year  for  a  definite  number  of 
years.  If  this  policy  is  renewed,  the  annual  premium  will  be  increased 
at  each  renewal  by  reason  of  the  higher  age.  During  the  time  that 
the  policy  is  in  force  it  can  usually  be  changed  to  one  of  the  other 
forms  by  paying  the  difference  in  premium  for  the  age  at  that  time. 

2.  The  ordinary  life  policy  calls  for  the  same  premium  payment 
every  year  as  long  as  one  lives.  However,  the  dividends  which  are 
usually  allowed  in  the  case  of  the  mutual  company  serve  to  reduce  the 
amount  of  the  payment,  year  by  year,  so  that  this  decreases  somewhat. 
The  ordinary  life  policy  is  usually  the  best  form  of  insurance  for  one 
who  is  interested  primarily  in  lifetime  protection  and  who  has  other 
ways  of  investing  his  money,  as  most  farmers  do. 

3.  The  20-payment  life  or  other  limited-payment  type  costs  some- 
what more  a  year.  What  one  really  pays  is  the  current  cost  of  protec- 
tion plus  enough  more  so  that  when  put  at  interest  by  the  company  it 
will  amount  to  a  sum  large  enough  at  the  end  of  20  years  (or  other 
limited  payment  period)  to  pay  the  future  premiums.  This  kind  of 
policy  is  used  by  those  who  want  to  pay  up  their  insurance  in  full 
before  they  are  too  old  or  before  their  earning  power  begins  to  decline. 

4.  The  endowment  policy  not  only  gives  protection  but  adds  a  con- 
siderable element  of  investment  and  it,  therefore,  costs  more.     At  the 
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end  of  20  years,  say,  or  other  specified  period,  the  policy  has  a  cash 
value  equal  to  its  face  amount.  Thus  if  one  takes  out  a  20-year  endow- 
ment policy  for  $1,000  he  pays  a  premium  large  enough  to  carry  the 
insurance  and  build  up  an  investment  which  at  the  end  of  the  20  years 
will  represent  savings  of  $1,000.  He  can  get  this  sum  in  cash  or  have 
it  paid  to  him  in  installments.  This  is  a  good  form  of  insurance  for 
the  salaried  man  who  does  not  have  many  good  ways  of  investing  his 
savings  or  who  is  otherwise  not  inclined  to  save  money.  If  a  farmer 
is  thrifty  he  usually  does  not  have  to  depend  upon  paying  insurance 
premiums  to  save  money,  and  has  a  good  place  to  invest  his  money 
right  at  home  in  his  own  business. 

By  and  large,  perhaps  it  may  be  said  that  the  best  life  insurance  for 
the  average  farmer  without  a  mortgage  is  ordinary  life  insurance.  He 
may  reasonably  expect  to  be  able  to  continue  his  premium  payments 
after,  say,  20  years ;  but  even  if  circumstances  prevent  him  from  doing 
so,  he  can  still  have  the  policy  go  on  for  about  half  its  face  value  with- 
out paying  any  more  premiums.  A  farmer  with  children  and  a  mort- 
gage on  the  place  probably  should  have  enough  5-  or  10-year  term  in- 
surance (of  the  renewable  type)  to  pay  off  the  mortgage  and  help  edu- 
cate the  children.  This  would  be  in  addition  to  his  ordinary  life  insur- 
ance. In  other  words,  he  should  have  ordinary  life  insurance  for 
permanent  needs  and  term  insurance  for  temporary  needs — to  pay  off 
debts  and  educate  the  children. 

SELECTING  A  COMPANY 

Two  principal  types  of  companies  offer  life  insurance — stock  and 
mutual.  As  the  name  indicates,  a  stock  company  is  owned  by  its 
shareholders,  who  expect  income  on  their  investments.  A  mutual 
company  is  owned  by  its  policyholders,  who  share  declared  profits  as 
dividends.  These  dividends  ma}^  be  applied  at  once  toward  payment 
of  premiums  or  they  may  be  left  with  the  company  to  draw  interest. 

Profits  are  derived  principally  from  mortality  savings  (obtained  in 
part  through  the  use  of  mortality  tables  which  overestimate  present 
death  rates) ,  from  investment  income  in  excess  of  the  amount  of  inter- 
est required  to  maintain  the  reserve  funds,  and  from  operating  at  less 
cost  than  was  added  on  when  the  gross  premium  was  calculated.  The 
net  premium  cost  of  the  mutual  company,  after  dividend  payments, 
should  be  compared  with  the  usually  lower  quoted  costs  of  the  stock 
company  before  a  decision  is  reached  as  to  which  type  of  company 
offers  the  cheaper  insurance.  The  mutual  company's  estimate  of 
future  dividend  payments  and  net  costs  are  not  guaranteed  ultimate 
costs,  as  no  company  can  exactly  predict  its  future  earnings  and  ex- 
penses. In  recent  years,  however,  there  has  been  a  tendency  toward 
mutual  ownership  of  life  companies  and  the  five  largest  companies  are 
now  mutual. 

"Mortality  savings"  was  mentioned  in  the  preceding  paragraph  as 
a  source  of  insurance-company  profits.  It  should  be  mentioned  that 
the  mortality  table  most  commonly  used,  at  present,  to  estimate  claim 
costs  is  the  American  Experience  Table,  which  is  based  on  experience 
gained  many  years  ago.  Medical  advancement  has  brought  lower  death 
rates,  particularly  at  the  younger  and  older  ages.  Actual  mortality 
for  all  ages  has  averaged  about  65  percent  of  the  mortality  indicated 
as  expected  in  the  American  Experience  Table,  so  that  savings  in 
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mortality  costs  have  meant  a  substantial  income  for  companies  that  use 
this  table  in  computing  premium  rates. 

It  is  expected  that  a  new  mortality  table,  the  "1941  Standard  Ordi- 
nary Mortality  Table,"  will  be  put  in  general  use  on  January  1,  1948. 
This  table  is  based  on  insurance  experience  during  the  10-year  period 
1931-40,  inclusive.  Although  the  pure  premiums  calculated  from  this 
table  will  be  lower  than  those  previously  calculated  from  the  American 
Experience  Table,  for  any  specified  interest  rate  and  type  of  policy, 
there  will  probably  be  little  if  any  reduction  in  the  gross  rates  charged 
the  insured  who  takes  out  his  insurance  after  the  new  mortality  table 
is  adopted.  This  is  because  mortality  savings,  through  the  use  of  the 
older  table,  has  been  a  dependable  source  of  income,  and  in  recognition 
of  this  fact  the  companies  "loaded"  their  pure  premiums  less  than  will 
be  necessary  when  the  new  table  is  adopted.  In  other  words,  companies 
which  relied  on  mortality  savings  to  pay  part  of  their  administrative 
expenses  will  be  deprived  of  this  income  under  the  new  table  and  will 
have  to  make  up  these  amounts  in  their  expense  loading  of  the  pure 
premiums.  As  a  result,  there  may  be  little  if  any  change  in  the  gross- 
premium  rates  appearing  in  the  rate  books  of  agents. 

In  selecting  a  company,  the  first  consideration  should  be  whether 
it  is  a  "legal  reserve"  company.  If  so,  it  has  set  aside  reserves  on  its 
policies  in  compliance  with  State  laws,  which  also  regulate  the  invest- 
ment of  these  reserves.  Such  a  company  is  reasonably  safe.  Other 
indications  of  financial  stability  are  (1)  age  of  company,  (2)  earnings 
on  invested  reserves,  and  (3)  relative  lowness  of  operating  expenses. 

Usually  the  long-established  company  has  had  a  chance  for  a  stable 
group  of  policyholders  to  move  into  the  older  age  brackets.  After 
policies  have  been  in  force  for  about  4  or  5  years,  experience  has  also 
shown  that  death  rates  tend  to  increase.  This  is  because  the  better 
risks  are  accepted  for  insurance,  while,  as  a  result  of  the  medical 
examination,  those  in  poor  health  tend  to  be  rejected.  The  new  and 
rapidly  expanding  company,  therefore  usually  has  a  higher  proportion 
of  healthier  risks  than  the  older  company.  After  the  effect  of  medical 
selectivity  wears  off  however,  the  claim  costs  of  the  newer  company 
will  tend  to  increase.  And  if  the  company  is  mutual,  these  increased 
costs  will  be  reflected  by  reduced  dividends  to  policyholders.  It  is 
for  this  reason  that  the  net  costs  of  a  long-established  mutual  company 
tend  to  be  a  more  reliable  indication  of  future  operating  experience 
than  do  the  net  costs  of  the  newly  organized  mutual.  Earnings  on 
invested  reserves  are  usually  measured  by  the  ratio  of  investment  in- 
come to  company  assets.  This  ratio  shows  the  extent  to  which  a  com- 
pany is  earning  more  than  the  contracted  interest  rate  on  its  reserves. 
Larger  earnings  mean  larger  dividends  and  lower  net  costs  to  mutual 
policyholders.  The  expenses  of  various  companies  per  $1,000  of  in- 
surance in  force  may  be  compared  to  learn  the  relative  operating  costs 
in  connection  with  a  given  unit  of  insurance.  As  first  costs  are  higher 
than  renewal  costs  per  unit  of  insurance,  this  figure  probably  will  be 
higher  for  newer  companies  than  for  long-established  companies. 

In  Connecticut,  New  York,  and  Massachusetts,  life  insurance  is  sold 
"over  the  counter"  by  mutual  savings  banks.  A  farmer  who  belongs 
to  a  fraternal  society  which  offers  insurance  will  probably  find  that 
life  insurance  is  available  from  these  societies  and  that  small  policies 
may  also  be  obtained  on  his, wife  and  children.  Most  fraternal  in- 
surance organizations  are  now  on  a  "legal-reserve"  basis.     Agents  are 
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not  usually  hired  to  obtain  new  business  in  connection  with  either  of 
these  forms  of  insurance,  so  that,  in  the  early  years  acquisition  costs 
are  low  and  surrender  values  are  relatively  high.  However,  the  ad- 
vantage which  the  fraternal  insurance  organization  has  over  the  old- 
line  mutual  company  in  low  acquisition  costs  in  many  instances,  may  be 
offset  by  other  lower  expense  ratios  or  the  increased  earnings  of  the 
old-line  mutual  company.  The  mortality  rate,  the  rate  of  interest 
earned,  the  average  size  of  policies  issued  with  its  corresponding  effect 
on  expenses,  affect  ultimate  net  costs  of  the  mutual  policyholder, 
whether  his  policy  is  with  a  fraternal  society  or  an  old-line  mutual 
company. 

A  few  assessment  life  associations  continue  to  operate  in  some  States 
although  many  States  now  do  not  permit  the  organization  of  new  life 
associations  which  depend  on  post-mortem  assessments  for  the  payment 
of  claims.  In  some  Southern  States  there  are  "burial  associations" 
which  pay  their  claims  in  the  form  of  burial  goods  and  services.  The 
operations  of  these  associations,  which  offer  insurance  ranging  from 
$100  to  $300  on  adults,  is  discussed  in  a  separate  section  of  this  report. 
The  assessment  associations  of  both  types  usually  offer  insurance  on 
juveniles  as  well  as  adults. 

If  a  maximum  amount  of  protection  for  the  money  is  desired,  with- 
out any  idea  of  accumulating  savings,  term  insurance  should  be 
bought.  It  is  a  good  idea  to  consider  carefully  the  purposes  for  which 
insurance  is  needed  then  to  decide  for  one's  self  the  kinds,  amounts, 
and  terms  of  policies  that  will  best  serve  the  purpose. 

Companies  usually  require  a  medical  examination  in  connection  with 
life  insurance.  If  the  examination  discloses  impairment  of  health, 
and  the  application  for  insurance  is  rejected,  this  fact  is  reported  to 
a  medical  information  exchange  and  may  mean  that  other  companies 
will  refuse  insurance.  A  person  thus  rejected  may  still  be  able  to 
obtain  insurance  from  certain  companies  as  a  substandard  risk,  by 
paying  a  higher  premium  rate  than  would  otherwise  be  required. 

Some  health  defect,  even  though  unknown  to  the  applicant,  may 
prevent  his  obtaining  a  new  policy.  Therefore,  if  for  any  reason  it 
is  desired  to  drop  a  policy  and  take  another  one  with  the  same  or  a 
different  company,  it  is  wise  to  obtain  the  new  policy  and  pay  the 
first  premium  before  giving  up  the  old  one. 

TERMINATING  POLICIES 

A  policy  dropped  within  about  3  years  (sometimes  5  in  the  case 
of  industrial  insurance)  usually  has  no  cash-surrender  value  and  is 
called  a  "lapsed"  policy.  Most  of  the  premiums  in  these  early  years 
is  needed  to  defray  the  first  costs  such  as  the  agent's  commission  and 
the  cost  of  the  medical  examination.  State  insurance  laws,  therefore, 
permit  life  insurance  companies  to  keep  the  premiums  paid  in  during 
these  years  when  lapses  are  likely  to  be  greatest,  and  to  build  up  their 
reserves  afterward.10  So  it  is  well  to  remember  that  the  person  who 
takes  out  insurance  and  then  drops  it  is  paying  dearly  for  his  tem- 
porary protection.    Most,  if  not  all,  of  his  "extra"  payments  under 

10  Under  certain  reserve  plans  part  of  the  premium  the  first  year  on  the  higher- 
priced  policies  is  accumulated  in  the  reserve. 
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the  level  premium  plan  are  used  to  pay  company  expenses  arid  not 
to  increase  the  cash  value  of  his  policy. 

Being  "hard  up"  is  the  principal  direct  cause  of  letting  policies 
lapse  or  terminate.  Loss  of  crop,  low  prices  for  farm  products,  or 
other  misfortune  or  disappointment  are  indirect  causes  for  dropping 
policies.    In  many  cases  the  reasons  are  unavoidable. 

Policies  that  are  not  suited  to  the  needs  of  the  family  are  often 
taken.  Persuasion  and  extravagant  estimates  by  a  zealous  agent  may 
influence  a  person  to  take  a  policy  which,  after  more  deliberate 
thought,  he  drops.  Another  person  may  take  insurance  on  impulse 
rather  than  on  conviction;  if  so,  he  is  not  likely  to  continue  his  pre- 
mium payments.  But  if  the  insurance  has  grown  out  of  a  real  belief 
in  its  need  and  value,  the  chances  are  that  the  thrifty  man  will  retain 
it  even  through  a  hard  time. 

All  policies  are  not  dropped  because  of  financial  strain  or  indif- 
ference. As  a  matter  of  fact,  considerable  flexibility  is  possible  and 
with  some  planning,  insurance  can  be  made  to  serve  definite  needs. 
One  person,  after  paying  premiums  for  a  time,  may  decide  that  he 
no  longer  needs  his  insurance  for  the  purpose  originally  intended.  He 
may  terminate  it  for  its  cash-surrender  value.  Another  person,  after 
he  has  made  other  savings  or  because  his  responsibilities  are  reduced, 
may  decide  that  he  no  longer  needs  the  full  amount  of  his  policy.  He 
may  take  advantage  of  his  "paid-up  insurance"  option,  take  a  lesser 
amount  of  insurance,  and  make  no  further  premium  payments.  Still 
another  person  may  decide  that  the  full  amount  of  his  policy  will  be 
required  for  only  a  few  years  in  the  future.  He  may  stop  paying 
premiums  and  let  his  insurance  "run  out"  under  the  "extended-insur- 
ance" option  of  his  policy.  He  would  then  receive  protection  for  the 
full  amount  of  his  policy  for  a  certain  time,  depending  on  the  number 
of  years  he  had  paid  premiums,  and  no  further  premiums  would  have 
to  be  paid. 

Before  policies  are  dropped  because  money  is  short,  a  person  should 
find  out  whether  he  could  lessen  the  burden  of  the  payments,  such  as 
paying  on  a  quarterly  or  semiannual  basis.  Or  perhaps  the  amiual 
payment  could  be  continued,  but  the  yearly  dates  "staggered."  It  is 
also  possible  to  obtain  policy  loans,  up  to  the  surrender  value  of  a 
policy. 

Farmers  are  considered  generally  good  risks  for  life  insurance.  As 
they  are  self-employed  and  usually  grow  at  least  some  of  their  food 
they  are  not  so  much  affected  by  the  things  that  go  with  unemploy- 
ment in  cities.  They  are,  therefore,  more  likely  to  keep  up  their 
insurance  payments.  Moreover,  their  mortality  rates  appear  to  be 
lower  than  those  for  most  other  occupations.  Yet  a  farmer  is  charged 
the  over-all  mortality  rate  for  his  age,  irrespective  of  occupation. 
Reasoning  further  along  this  line,  one  might  wonder  if  farmers  could 
not  get  insurance  at  lower  cost  through  group  policies  upon  which 
there  is  the  possibility  of  a  dividend  if  the  experience,  kept  separately, 
justifies  it.    This  is  discussed  further  in  the  section  on  group  insurance. 

NATIONAL  SERVICE  LIFE  INSURANCE 

Government  insurance,  called  National  Service  life  insurance,  is 
available  to  every  one — both  male  and  female — in  the  armed  forces. 
Over  18  million  such  policies  had  been  issued  by  June,  1946,  with  the 
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average  policy  amounting  to  about  $8,000.  A  policy  may  be  obtained 
for  any  amount  from  $1,000  to  $10,000,  but  must  be  in  multiples  of 
$500. 

A  National  Service  policy  provides  protection  at  a  lower  cost  than 
can  be  provided  by  private  companies  because  the  Government  pays 
the  cost  of  administering  the  program  out  of  general  tax  funds.  The 
Government  also  pays  that  part  of  claim  costs  due  to  the  extra  hazards 
of  war  service.  Premiums  are  figured  to  cover  only  normal  peace- 
time risks.  The  veteran  who  permits  his  Government  insurance  to 
expire  forfeits  his  right  to  a  certain  kind  of  life  policy  which  no  non- 
veteran  can  obtain.  He  may  also  forfeit  protection  which  cannot  be 
replaced  at  any  price,  as  no  private  company  can  guarantee  that  later 
on  he  will  be  able  to  pass  a  medical  examination  and  obtain  insurance. 

To  keep  National  Service  life  insurance  in  force,  a  veteran  must  do 
two  things :  (1)  Pay  the  premiums  directly  to  the  Veterans  Adminis- 
tration after  release  from  service,  and  (2)  convert  the  policy  to  a 
permanent  form  of  insurance.     Both  of  these  steps  are  discussed. 

During  the  period  of  service,  premiums  on  most  National  Service 
policies  are  paid  by  means  of  deductions  in  salary.  Upon  reentering 
civilian  life  a  veteran  must  pay  them  directly  to  the  Government. 
Remittances  are  made  payable  to  the  Treasurer  of  the  United  States 
and  are  mailed  to  the  Collections  Subdivision,  Veterans  Administra- 
tion, 346  Broadway,  New  York  13,  N.  Y.  The  premium  or  payment 
should  be  forwarded  promptly  each  month  even  though  a  notice  of 
it  or  an  acknowledgment  of  the  last  remittance  has  not  been  received. 
With  each  remittance  should  be  the  veteran's  full  name,  permanent 
address,  insurance  certificate  number  (if  known),  service  serial  num- 
ber, and  birth  date.  If  he  wishes  he  may  pay  premiums  less  fre- 
quently than  monthly. 

The  second  decision  a  veteran  must  make  regarding  his  Government 
insurance  is  whether  to  convert  it  to  a  more  permanent  form.  As 
originally  issued,  National  Service  life  insurance  is  a  5-year  term 
policy  with  privilege  of  conversion  after  1  year,  but  within  5  years,  to 
an  ordinary  life,  20-payment  life,  or  30-payment  life  policy.  Bills 
have  been  introduced  in  Congress  to  permit  conversion  to  additional 
forms  of  insurance.  Originally  the  5-year  term  policy  terminated 
with  no  values  whatever  5  years  from  date  of  issuance.  An  amend- 
ment to  the  law,  however,  provides  that  a  policy  issued  before  January 
1, 1946,  may  be  carried  as  term  insurance  for  an  additional  3  years,  or 
8  years  from  the  date  of  issuance,  at  the  original  premium  rate.  No 
medical  examination  is  required  for  the  conversion.  A  veteran  merely 
obtains,  fills  out,  and  sends  in  Veterans'  Administration  Insurance 
form  No.  358.  A  copy  may  be  obtained  from  a  local  office  of  the 
Veterans  Administration. 

The  conversion  may  be  (1)  as  of  present  age  (on  the  date  the  action 
is  taken)  by  merely  increasing  the  premium  payments  to  the  new  rate 
required  for  the  veteran's  present  age  under  the  plan  selected,  or  (2) 
as  of  his  age  on  the  date  he  took  out  the  original  policy,  by  paying  the 
difference  in  reserve  on  the  original  policy  and  the  plan  selected,  and 
then  paying  the  premium  rate  that  would  apply  if  the  new  plan  had 
been  available  and  been  put  into  effect  at  the  younger  age.  The  new 
annual  premium  will,  of  course,  be  higher  under  the  first  plan  than 
under  the  second,  but  under  the  second  plan  an  additional  lump-sum 
payment  is  required — as  stated  above — to  bring  the  policy  reserve  up 
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to  what  it  would  have  been  had  the  new  plan  been  in  effect  from  the 
beginning.  If,  for  example,  a  National  Service  policy  for  $1,000  had 
been  taken  out  at  age  35,  the  annual  premiums  would  be  $9  a  year. 
Suppose  that  after  4  years  the  insured  decides  to  convert  it  to  a  20-pay 
life  policy.  The  uoriginal-age"  and  "attained-age"  conversions  are 
compared  below : 

1.  Attained-age  conversion : 

Fourth-year  reserve  allowance  on  5-year  term  insurance $0.  33 

Later  annual  premiums 32.  68 

2.  Original-age  conversion : 

Fourth-year  cash  value,  20-pay  life  policy $92.  46 

Fourth-year  reserve,  5-year  term  policy 0.  33 

Difference 92. 13 

Later  annual  premiums 29.  95 

Under  the  attained-age  conversion  the  insured  would  pay  a  premium 
of  $32.35  the  first  year  and  $32.68  for  each  of  the  remaining  19  years. 
Under  the  original-age  conversion  he  would  pay  $92.13  plus  $29.95, 
or  $122.08,  the  first  year  and  $29.95  each  year  thereafter  for  15  years. 
The  two  plans  are  mathematical  equivalents  if  the  assumption  is  made 
that  "extra"  payments  earn  3  percent.  Under  each  plan  no  premium 
payments  are  required  after  the  specified  payment  period,  since  the 
extra  payments  during  the  premium-paying  period,  with  interest,  are 
enough  to  carry  the  policy  to  the  end  of  life. 

About  five  times  more  policies  have  been  converted  to  20-pay  life 
contracts  than  to  either  of  the  other  two  permanent  forms.  Appar- 
ently veterans  like  the  idea  of  paying  all  their  insurance  premiums 
while  they  are  still  relatively  young,  even  though  the  annual  payments 
are  somewhat  higher  under  20-pay  life  insurance  than  under  the 
30-pay  life  plan  and  considerably  higher  than  under  the  ordinary 
life  conversion. 

After  1  year  the  converted  policy  will  have  a  cash  value  which  will 
increase  as  the  policy  gets  older.  Furthermore,  the  converted  policy 
provides  protection  for  life.  A  National  Service  life  policy  is  some- 
what cheaper  than  similar  insurance  obtained  from  private  companies, 
since  the  Government  pays  overhead  expenses,  and  the  policy  has  no 
travel,  residence,  or  occupational  restrictions.  Unlike  insurance 
obtained  from  private  companies,  it  cannot  be  assigned  to  a  third 
party  as  security  for  a  loan.  It  has  the  usual  grace  period,  waiver  of 
premiums  benefit,  policy  loan  rights,  paid-up  values,  extended  insur- 
ance, etc. 

Death  benefits  are  payable  at  present  in  only  three  ways  under 
National  Service  life  insurance.  If  the  beneficiary  is  under  30  years 
at  the  time  of  death  of  the  insured,  the  insurance  is  paid  to  her  or  to 
him  at  the  rate  of  $5.51  per  month  for  each  $1,000  proceeds,  for  a  fixed 
period  of  20  years.  Under  the  second  death-payment  plan  the  insur- 
ance proceeds  are  payable  in  monthly  installments  during  the  life  of 
the  beneficiary,  with  payments  for  at  least  10  years  guaranteed  to  the 
estate  in  case  of  the  early  death  of  the  beneficiary.  The  amount  of  the 
monthly  lifetime  payment  per  $1,000  of  insurance  under  this  plan 
depends  on  the  beneficiary's  age.  Another  optional  form  of  settlement 
is  now  offered  which  provides  for  the  payment  to  the  beneficiary  of  a 
life  income  with  a  guarantee  that  the  sum  of  all  payments  shall  not  be 
less  than  the  face  of  the  policy.  Legislation  is  now  pending  in  Con- 
gress which  will,  if  passed,  provide  still  other  options. 
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Small-Policy  Life  Insurance 

Up  to  this  point  "standard"  forms  of  insurance,  offered  as  individual 
policies  in  amounts  of  $1,000  or  more,  have  been  considered.  A 
farmer  may  obtain  such  insurance  on  his  own  life  as  term  or  ordinary 
life  insurance,  or  perhaps  as  limited-pay  life  or  endowment  insurance 
to  fit  special  circumstances.  In  many  instances,  insurance  obtained 
under  the  standard  policy  forms  will  fit  the  needs  of  a  farm  family. 

Often,  however,  a  farmer,  and  particularly  a  young  farmer  just 
starting  out  for  himself,  has  all  of  his  funds  and  available  credit  tied 
up  in  his  farming  business  and  has  little  if  anything  to  spare  for  an 
unexpected  emergency.  In  such  circumstances,  he  may  want  insur- 
ance protection  against  the  expenses  that  would  be  caused  by  a  death 
in  his  family.  Otherwise,  he  might  have  to  meet  such  an  emergency 
by  using  savings  he  had  accumulated  for  some  other  necessity,  or  by 
going  into  debt.  For  this  he  would  need  a  small  insurance  on  each 
member  of  the  family,  and  not  only  on  himself. 

Although  protection  rather  than  savings  is  the  chief  feature  of  term 
and  ordinary  life  insurance,  neither  of  these  types  of  policies  ordinarily 
can  be  obtained  in  amounts  of  less  than  $1,000.  The  kind  of  insurance 
mentioned  in  the  preceding  paragraph  is  often  called  burial  insur- 
ance— this  kind  is  discussed  after  some  other  kinds  of  small-policy  life 
insurance  have  been  considered.  If  the  farmer  can  afford  additional 
insurance,  after  buying  a  small  policy  on  each  dependent  member  of 
his  family,  he  should  have  it  on  his  own  life  rather  than  on  the  lives 
of  those  who  depend  upon  him  for  a  living.  As  the  death  of  more 
than  one  dependent  at  any  one  time  is  highly  improbable,  if  he  has  a 
modest  reserve  fund  in  some  form  he  may  not  need  to  carry  the 
children's  insurance. 

GROUP  LIFE  INSURANCE 

The  life  insurance  so  far  discussed  is  obtained  under  policies  that 
are  applicable  to  given  individuals,  each  of  whom  pays  his  own  pre- 
mium and  holds  his  own  policy.  At  least  under  certain  circumstances, 
life  insurance  may  also  be  obtained  under  a  policy  that  is  applicable 
to  a  whole  group  of  individuals,  such  as  the  employees  of  a  given  em- 
ployer or  the  members  of  a  given  organization.  The  earliest  and  most 
common  use  of  group  life  insurance  has  been  to  provide  a  limited 
amount  of  insurance  protection  to  all  or  most  of  the  workers  serving 
a  given  employer.  But  in  recent  years,  group  insurance  has  also  been 
made  available  to  certain  farmers  through  the  cooperative  marketing 
and  purchasing  associations  to  which  they  belong. 

Where  group  life  insurance  is  available  to  farmers,  in  connection 
with  some  cooperative  activity,  it  is  almost  always  in  such  small 
amounts  as  to  be  inadequate.  For  this  reason  it  is  included  here  as 
small-policy  life  insurance,  even  though  it  is  usually  written  on  the 
principal  wage  earner  rather  than  on  his  dependents,  and  may  be  in 
amounts  that  provide  some  other  protection  in  addition  to  taking  care 
of  funeral  expenses. 

General  Plan 

Many  employers  in  recent  years  have  provided  life  insurance  for  all 
or  for  certain  classes  of  their  employees.     For  such  insurance,  most 
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insurance  companies  demand  that  all  those  to  be  insured  be  employed 
by  the  same  person  or  firm,  and  that  there  be  some  certain  way  of 
deciding  which  employees  shall  be  insured.  This  is  to  lessen  the  risk. 
To  get  this  group  life  insurance  the  employer  supplies  the  insurance 
company  with  a  list  of  the  employees  to  be  covered,  their  ages,  and  the 
amounts  of  insurance  to  be  taken  by  each.  Usually  not  less  than  50 
persons  will  be  accepted  as  a  group  and  if,  under  the  plan  to  be  adopted, 
employees  are  expected  to  contribute  toward  the  cost,  75  percent  of  the 
employees  usually  must  be  covered. 

Under  a  group  plan,  the  age  distribution  of  the  insured  group  is  ex- 
pected to  remain  substantially  as  it  was  when  the  group  was  first 
insured.  That  is,  it  is  assumed  that,  normally,  new  and  younger  mem- 
bers will  continue  to  come  into  the  group  plan  and  older  ones  to  leave 
to  such  extent  that  the  age  pattern  will  remain  about  the  same.  If  this 
does  not  happen,  and  if  mortality  costs  for  the  insured  group  increase 
beyond  any  surplus  that  has  been  accumulated  from  premiums,  then 
the  insurance  company  must  change  its  rate  accordingly.  Sometimes 
the  original  premium  rate  is  guaranteed  by  a  company  for  5  years 
rather  than  1  year.  The  insurance  is,  in  effect,  1-year  renewable  term 
insurance,  and  the  rate  is  based  on  the  age  distribution  of  the  insured 
group. 

Under  group  insurance  the  employer  receives  a  master  policy  from 
the  company  stating  in  detail  the  conditions  of  the  contract,  and  each 
insured  employee  receives  a  certificate  of  insurance  under  the  master 
policy.  The  employer  keeps  records  on  the  insurance,  and  collects 
premium  payments  by  means  of  pay-roll  deductions,  if  employee  con- 
tributions are  required,  and  reports  and  pays  the  premium  on  the  whole 
insurance  periodically  to  the  insurance  company. 

If  the  employer  furnishes  part  or  all  of  the  premium,  the  amount 
of  insurance  on  each  employee  is  usually  fixed  by  some  rule  that  is 
related  to  the  amount  of  wages  he  or  she  receives.  The  cost  to  each 
employee,  if  he  contributes,  is  often  the  same  regardless  of  age.  In 
some  cases,  however,  older  employees  receive  less  insurance  for  the  same 
premium  payments  than  do  younger  employees.  When  an  employee 
leaves  the  employer  he  generally  has  a  chance  to  convert  his  group 
insurance  to  ordinary  life  insurance  without  medical  examination.  In 
practice,  he  does  not  often  do  this,  so  offering  this  chance  adds  little 
to  the  cost. 

Advantages 

Group  insurance  has  grown  tremendously  in  the  last  few  years.  It 
is  one  of  the  cheapest  forms  of  protection,  as  no  reserves  or  cash-sur- 
render values  whatever  are  accumulated  in  connection  with  it.  Once 
a  person  enters  such  a  plan,  his  protection  remains  the  same  as  when 
he  entered  and  his  cost  is  also  expected  to  remain  the  same.  Where 
the  employee  shares  in  the  cost,  the  younger  employees  pay  relatively 
more  for  their  insurance  than  do  the  older  employees,  who  usually  get 
a  rare  bargain.  As  no  medical  examination  is  required,  those  who  are 
unable  to  pass  a  physical  examination  are  often,  in  this  way,  able  to 
get  some  protection  for  their  dependents. 

Group   Insurance   for  Farmers 

As  the  cost  or  price  of  life  insurance  is  supposed  to  reflect  directly 
the  mortality  rates  of  those  insured,  it  is  of  interest  that  farmers  as  a 
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class  have  shown  somewhat  lower  mortality  than  have  most  other  eco- 
nomic classes.  Although  all  available  mortality  data  indicate  that  the 
death  rates  for  farmers  are  less  than  those  for  city  people,  rejection 
rates  for  military  service  during  the  recent  war  seem  to  indicate  that 
the  health  of  rural  youth  is  not  as  good  in  comparison  with  the  health 
of  urban  youth  as  it  was  during  the  first  World  War.  This  may  be 
due  to  improved  health  conditions  in  cities  or  to  the  fact  that  the  ranks 
of  country  doctors  are  not  adequately  replenished  by  young,  well- 
trained  graduates  of  medical  and  dental  schools.  Under  standard  pol- 
icies farmers  are  regularly  charged  the  same  rates,  according  to  age, 
as  are  paid  by  those  in  other  employments  except  by  those  who  are  in 
extra  hazardous  work.11  Under  group  life  policies,  on  the  other  hand, 
the  actual  charges  of  the  insurance  company  are  often  based  to  a  con- 
siderable extent  on  its  experience  under  each  group  policy  and  so,  under 
such  a  plan,  it  should  be  possible  for  farmers  to  get  insurance  at  a  cost 
that  reflects  more  nearly  the  lower  mortality  rates  for  their  class. 

According  to  a  study  based  on  data  from  the  1930  Census,  the  death 
rate  for  agricultural  workers  between  15  and  64  from  all  causes  was 
lower  than  for  6  other  broad  occupational  groups.  The  death  rate 
for  farmers,  6.2  per  1,000,  was  less  than  half  the  rate  for  unskilled 
workers,  who,  with  their  families,  hold  many  industrial  policies.12 
Another  report  states  that  the  mortality  of  farmers  was  15  percent 
below  the  average  mortality  for  a  number  of  other  occupations.13  A 
large  insurance  company  found  that  the  proportion  of  deaths  in  the 
agricultural  group  at  ages  65  and  over  was  "fairly  conclusive  evidence 
of  the  superior  longevity  of  this  class."  14 

The  following  comment  is  found  in  a  study  of  the  mortality  ex- 
perience of  a  fraternal  society :  "On  proceeding  to  examine  the  mor- 
tality experience  with  reference  to  occupations  *  *  *  the  first 
significant  feature  will  be  found  in  the  very  low  death  rates  of  Group 
'A'  (agricultural).  The  superior  vitality  of  this  group  in  all  geo- 
graphic areas  and  in  all  age  groups  is  clearly  illustrated  by  *  *  * 
comparisons  of  the  ratios  of  actual  to  expected  deaths."15  In  an 
earlier  day,  Dr.  Farr  found,  in  England,  that  the  mortality  rate  for 
farmers  was  lowest  of  10  occupations  studied.16  In  another  study  of 
comparative  mortality  rates,  based  on  the  experience  of  a  friendly 
society  at  about  the  same  time,  it  was  found  that  mortality  in  rural 
districts  was  less  than  in  towns  and  considerably  less  than  in  cities.17 

u  Certain  people  in  poor  health  or  working  in  hazardous  occupations  are  called 
substandard  risks  and  are  charged  rates  that  are  higher  than  the  standard  rates 
referred  to  here.     Ordinarily  farmers  are  not  classed  as  substandard  risks. 

12  Whitney,  J.  S.  death  rates  by  occupation.  National  Tuberculosis  Associa- 
tion, New  York.  1934.  See  p.  30.  Summarized  in  Monthly  Labor  Review,  De- 
cember, 1934,  pp.  1395-1398,  and  in  report  entitled,  "Statement  on  Life  Insurance," 
filed  by  151  life  insurance  companies  with  the  Temporary  National  Economic 
Committee,  1940.     See  p.  60. 

13  Hunter,  A.,  and  Rogers,  O.  H.  influence  of  occupation  upon  mortality. 
Trans.  Actuarial  Soc,  New  York  City,  May  1920,  pp.  16-49. 

14  International  Congress  on  Hygiene  and  Demography,  exhibits  of  pru- 
dential insurance  co.  of  America,  79  pp.,  Washington,  D.  C,  1912.     See  p.  8. 

15  Watson,  A.  W.  an  account  of  an  investigation  of  the  sickness  and  mor- 
tality EXPERIENCE  OF  THE  I  O  O  F  MANCHESTER  UNITY  DURING  THE  5  YEARS,  1893-97. 

489  pp.,  Manchester,  England,  1903,  See  pp.  44  and  60. 

16  Ulman,  M.    mutual  benefit  societies.    52  pp.,  Memphis,  Tenn.,  1882,  See  p.  22. 

17  Neison,  F.  G.  P.    rates  of  mortality  and  sickness  according  to  experience 
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217  pp.,  London,  1882,  See  Abstract  "H",  p.  55,  and  Abstract"P",  p.  59. 
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A  company  using  a  given  mortality  table  generally  uses  it  for 
calculating  premiums  for  all  occupations  alike.  As  mortality  rates 
for  farmers  appear  to  be  lower  than  those  for  many  other  occupations, 
it  is  reasonable  to  believe  that  the  margin  of  mortality  savings  (see 
page  25)  has  been  even  more  than  average  in  connection  with  farmer- 
owned  policies.  On  the  other  hand,  farmer-owned  policies  are  prob- 
ably smaller  than  average  in  size,  which  would  tend  to  make  the 
expense  rate  on  such  policies  higher  than  the  rates  for  some  other 
occupations.  A  study  of  death  rates  by  broad  occupational  groups, 
based  on  recent  data,  together  with  an  allocation  of  overhead  expenses 
by  the  same  occupational  groups,  would  be  necessary  to  determine  the 
extent  by  which  mortality  savings  on  farm  people  are  offset  by  in- 
creased administrative  costs.  Some  advocates  of  mutual  insurance 
argue  that  it  makes  little  difference  if  a  mortality  table  is  used  that 
overestimates  claim  costs,  as  the  excess  is  returned  to  policyholders 
in  the  form  of  dividends.  But  this  does  not  rectify  any  inequality  in 
net  costs  which  may  exist  between  rural  and  urban  people. 

However,  if  through  group -insurance  arrangements  with  mutual 
companies,  farmers  can  have  their  insurance  experience  separated 
from  that  for  other  occupations  so  that  their  dividends  are  based  on 
that  experience  alone,  it  would  seem  that  their  net  costs  might  be 
somewhat  reduced.  Of  course  a  reduction  can  be  had  through  partici- 
pating (dividend-paying)  policies,  where  they  are  offered  by  stock 
companies  under  an  "experience-rating"  plan;  or  through  taking 
insurance  from  a  company  which  is  operated  mainly  for  farmers, 
provided  the  savings  in  cost  are  reflected  in  the  rates. 

Most  of  the  larger  companies  that  specialize  in  group  life  insurance 
require  that  the  insured  persons  in  the  group  be  employees  of  the  same 
employer,  and  that  this  employer  pay  part  of  the  premiums.  It  is 
possible,  however,  to  obtain  group  life  insurance  in  several  forms  from 
smaller  companies  in  cases  (1)  where  employees  of  a  certain  employer 
wish  to  organize  to  obtain  insurance  without  having  the  employer  take 
part,  or  (2)  where  cooperative  members  want  to  obtain  it  in  connec- 
tion with  some  other  activity. 

It  is  almost  necessary  that  the  cooperative,  whether  engaged  in 
marketing  or  in  purchasing,  have  returns  or  savings  to  distribute  to 
members,  from  which  the  premium  payments  can  be  deducted  periodi- 
cally. One  small  purchasing  cooperative,  for  example,  charges  the 
insurance  premiums  to  the  members  each  month  and  transmits  the  total 
premiums  to  the  insurance  company,  which  guarantees  a  refund  of  any 
uncollectible  accounts  that  may  be  incurred.  The  collection  and  trans- 
mittal of  premiums  by  the  cooperative  office  avoids  the  expense  to  the 
company  of  dealing  with  many  small  accounts. 

From  the  standpoint  of  the  insurance  company,  the  difficulty  of 
dealing  with  cooperative  memberships  is  that  those  in  impaired  health 
or  at  advanced  ages  naturally  want  insurance,  while  many  of  the 
younger  and  more  healthy  may  not  be  interested  in  it.  Because  of 
this,  it  is  necessary  for  the  cooperative  to  include  the  whole  or  most 
of  its  membership  in  the  group  policy.  Such  mass  action  may  be 
difficult  to  bring  about.  For  the  insurance  premiums  to  be  low,  it  is 
obviously  necessary  that  the  company  be  relieved  of  the  expense  of 
selling  the  insurance  as  well  as  collecting  all  the  small  premiums. 
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Clients   of  Farmers  Home  Administration 

In  April  1941  group  10-year  term  insurance  in  limited  amounts  was 
made  available  to  clients  of  the  Farmers  Home  Administration, 
United  States  Department  of  Agriculture.  After  a  borrower  under 
a  real  estate  or  rehabilitation  loan  is  no  longer  obligated  to  the 
F.  H.  A.,  his  insurance  continues  only  through  the  remaining  period 
for  which  premiums  have  been  paid.     It  cannot  be  renewed. 

Marketing  Cooperatives 

Under  group  plans  for  farmers,  the  unit  of  coverage  is  usually  the 
local  cooperative.  In  one  plan,  introduced  by  a  poultry  and  egg  co- 
operative, for  example,  75  percent  of  the  members  of  the  local  must 
take  the  insurance.  Insureds  between  the  ages  of  10  and  45  pay  84 
cents  a  month,  or  $10  a  year,  for  $1,000  of  protection.  Those  who 
enter  at  ages  beyond  45  years  pay  the  same  premiums  as  younger 
members,  but  they  have  somewhat  less  insurance,  and  those  who  enter 
at  age  70  or  above  get  only  $100  of  insurance,  to  serve  as  a  burial  fund. 
In  all  cases  the  amount  of  insurance  granted  at  the  time  of  entry 
remains  unchanged,  regardless  of  the  member's  advancing  age.  The 
premiums  are  paid,  upon  proper  authorization,  to  the  insurance  com- 
pany by  the  association  through  deductions  from  the  members'  weekly 
settlement  checks.  Upon  notice  of  the  death  of  an  insured  member, 
the  association  immediately  sends  its  own  check  for  the  amount  of  the 
insurance  to  the  beneficiary.  It  then  draws  a  reimbursing  draft  upon 
the  insurance  company  for  a  similar  amount.  These  methods  of 
handling  the  premium  and  beneficiary  payments  cause  the  members 
to  look  upon  the  association  as  the  insurer  rather  than  the  underwrit- 
ing commercial  insurance  company. 

Purchasing  Cooperatives 

Numerous  cooperative  purchasing  groups,  in  cooperation  with  in- 
surance companies,  have  made  patronage  group  life  insurance  avail- 
able to  their  members.  These  include  some  50  or  more  farmer 
cooperatives.  Under  the  arrangement,  members  of  a  cooperative  are 
given  automatic  life  insurance  based  on  the  amount  of  their  purchases 
through  the  association  the  previous  year.  No  physical  examination 
is  required,  death  from  all  causes  is  covered,  and  members  at  any 
age  are  insured.  As  mortality  rates  increase  with  age,  an  older  mem- 
ber does  not  receive  the  same  amount  of  insurance  as  a  younger  member 
for  the  same  dollar  volume  of  merchandise  bought  through  the  coop- 
erative. For  example,  a  member  35  years  old  who  bought  $400  worth 
of  merchandise  through  one  of  these  cooperatives  last  year  received 
70  percent  of  that  amount,  or  $280  worth  of  insurance  this  year,  as 
a  patronage  dividend;  whereas  a  member  aged  46  who  made  the  same 
amount  of  purchases  received  only  $220.  The  purchases  considered 
for  insurance  are  limited  to  a  total  of  $1,000  for  each  member.  But 
a  member  may  transfer  purchase  credits  in  excess  of  $1,000  to  other 
members  of  his  household. 

The  cooperative  makes  a  single  annual  payment,  in  advance,  to  the 
insurance  company  to  cover  the  premium  payments  for  all  members. 
The  total  premiums  paid  by  these  cooperatives  averaged  about  six- 
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tenths  of  1  percent  (0.006)  of  their  sales  to  members,  so  that  a  coop- 
erative that  has  been  paying  patronage  dividends  amounting  to  4 
percent  of  sales  is  still  able  to  pay  dividends  of  about  3.4  percent  after 
paying  insurance  premiums. 

A  purchasing  cooperative  that  wants  to  adopt  such  a  plan  is  asked 
to  send  in  to  the  insurance  company  a  list  of  its  members  with  their 
addresses,  and  the  total  amount  of  their  individual  purchases  during 
the  previous  year.  Claims  paid  by  the  company  are  based  on  pur- 
chases as  given  on  this  list.  At  the  end  of  each  policy  year,  if  the 
mortality  experience  has  been  favorable,  a  part  of  the  premium  is 
returned  to  the  cooperative. 

The  insurance  company  has  the  right  to  examine  the  entries  of  pur- 
chases by  members  on  the  books  of  the  cooperative.  Either  the  asso- 
ciation or  the  company  may  cancel  the  contract  at  the  end  of  specified 
periods  by  giving  the  other  party  30  days'  notice. 

Under  a  somewhat  different  plan  offered  by  another  cooperative, 
insurance  is  provided  for  other  members  of  the  family  besides  the 
farmer.  The  wife  and  all  children  under  18  are  also  covered  for 
small  amounts  dependent  upon  the  volume  of  family  purchases;  in 
the  case  of  the  children,  their  ages  are  also  considered.  For  example, 
a  farmer  aged  between  18  and  40  who  bought  $400  worth  of  mer- 
chandise through  this  cooperative  would  receive  only  50  percent  of 
that  amount,  or  $200,  as  insurance — instead  of  TO  percent,  as  in  the 
earlier  example.  If  his  age  at  the  time  he  begins  is  above  40,  his 
insurance  would  be  less  than  $200 — how  much  less  would  depend  on 
his  age.  But  his  wife,  regardless  of  age,  would  be  insured  for  an 
amount  equal  to  15  percent  of  purchases  ($60)  and  each  child  would 
be  insured  for  an  amount  ranging  from  5  to  15  percent  of  purchases, 
depending  on  their  ages.  These  amounts  placed  on  the  children 
increase  by  age  groups,  rather  than  decrease.  The  benefits  to  the 
wife  and  children  are  thus  unrelated  to  their  death  rates,  which 
increase  each  year  after  age  10,  but  there  are  not  a  great  many  of  the 
older  members  and  as  their  purchases  are  often  small,  their  insurance 
is  small.  Furthermore,  the  chances  that  an  older  member  will  have 
lost  his  wife  is  greater  than  for  younger  men,  and  the  chances  that 
he  will  not  have  children  under  18  is  even  greater. 

INDUSTRIAL  INSURANCE 

A  form  of  insurance  generally  called  industrial  insurance  is  used 
chiefly  b}^  industrial  workers,  but  is  also  used  somewhat  by  farmers. 
It  is  generally  obtained  in  small  amounts  of  $500  or  less  and  premiums 
are  collected  weekly  at  the  home  of  the  insured  by  an  agent  of  the 
company.  It  is  sometimes  referred  to  as  "family  insurance."  The 
face  amounts  of  policies  are  adjusted  to  the  payments  that  can  be  paid 
in  multiples  of  5  cents.  On  this  plan,  each  member  of  the  family  can 
be  insured  for  a  small  amount,  for  a  small  weekly  payment ;  whereas 
in  standard  policies  larger  amounts  of  insurance  are  involved  and 
usually  only  the  head  of  the  family  is  insured. 

Industrial  insurance  was  first  written  in  England  in  1849.  It  was 
not  introduced  in  the  United  States  until  1875  although  an  earlier  form 
was  used  in  1870.  From  1890  to  the  present  time  the  amount  of 
industrial  insurance  carried  in  the  United  States  has  doubled  every 
9  years,  on  the  average.     By  the  end  of  1943  approximately  25  billion 
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dollars'  worth  of  such  insurance  was  being  carried  in  the  United  States, 
representing  some  18  percent  of  the  total  legal-reserve  life  insurance 
outstanding.18  More  than  50  million  people  now  have  industrial 
policies.  Three  large  companies  together  have  about  three-fourths 
of  the  total  amount  of  such  insurance  now  in  force  in  the  United  States. 

Rates 

For  payments  of  5  cents  a  week,  a  person  35  years  old  may  obtain 
from  one  large  company  $61  of  whole-life  insurance  which  is  "paid  Up" 
by  the  time  he  reaches  65  years.  This  means  that  he  does  not  have  to 
make  payments  after  that  age,  although  the  insurance  continues  until 
the  death  of  the  insured,  unless  it  is  surrendered  earlier  for  its  cash 
value.  Weekly  premiums  of  25  cents  would  provide  $305  worth  of 
protection.  The  cash  value  of  the  $305  policy  would  be  $25  at  the  end 
•of  5  years,  $59  at  the  end  of  10  years,  $96  at  the  end  of  15  years,  and  $137 
when  the  insured  is  55  years  old,  or  at  the  end  of  20  years. 

Payments  of  5  cents  a  week  will  buy  from  the  same  company  $25  of 
insurance  on  a  child  who  is  a  year  old.  By  continuing  these  payments, 
the  protection  is  increased  to  $50  after  1  year,  to  $75  after  2  years,  to 
$100  after  3  years,  and  finally  to  $152  after  4  years  at  which  sum  it 
remains  for  life  if  premium  payments  are  continued.  For  10  cents 
a  week  the  child  may  be  insured  for  double  these  amounts,  in  which 
case  a  death  benefit  of  $304  would  be  payable  after  4  years.  This 
policy  is  paid  up  at  age  65.  It  requires  a  weekly  payment  of  10  cents. 
It  would  have  a  surrender  value  of  $5  at  the  end  of  5  years,  $15  at  the 
end  of  10  years,  $28  at  the  end  of  15  years,  and  $44  after  20  years,  or 
after  the  child  was  21  years  old. 

Comments 
Comparative  Cost 

Farmers  who  have  industrial  insurance  or  who  think  of  buying  it 
should  bear  in  mind  that  the  cost  of  this  form  of  protection  is  rela- 
tively high  compared  with  term  or  ordinary  life  insurance  obtained 
under  standard  policy  forms.  It  is  insurance  at  retail  to  an  extreme 
degree,  and  the  agent  must  be  paid  for  making  the  weekly  collections. 
More  office  transactions  are  involved  and  a  relatively  high  death  rate 
is  assumed  when  computing  the  premium  payments.  The  high  mor- 
tality experience  is  partly  due  to  the  fact  that  no  medical  examination 
is  required  of  applicants,  and  partly  because  many  people  who  have  the 
insurance  do  not  receive  the  medical  attention  that  would  maintain 
their  health. 

Agents  sometimes  suggest  that  premiums  be  paid  less  often  than 
weekly,  and  this  is  particularly  true  on  country  "debits"  or  routes.  _  If 
the  insured  agrees  he  will  probably  be  losing  one  of  his  principal 
reasons  for  taking  this  insurance — that  he  could  get  it  for  the  weekly 
payment  of  small  premiums — and  still  he  would  be  paying  for  the 
insurance  the  same  amount  that  he  would  pay  if  it  meant  high  collec- 
tion costs  to  the  company. 

18  Davis,  M.  E.    industrial  life  insurance  in  the  united  states.    See  p.  233. 
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Annual  Payment  of  Premiums 

Some  of  the  companies  permit  a  yearly  payment  of  the  premium 
to  the  district  office  in  advance,  in  which  case  a  reduction  of  10  percent 
is  given  to  the  insured  at  the  end  of  the  year.  If,  under  these  condi- 
tions, the  company  issues  a  dividend  to  its  industrial  policyholders 
during  the  year  by  skipping  the  premium  collections  for  several  weeks, 
the  insured  must  take  or  send  his  premium  book  to  the  local  office  of 
the  company  in  order  to  get  his  dividend  in  cash.  This  may  be  so  in- 
convenient as  to  cause  the  insured  to  forfeit  his  dividend  credits,  but 
they  need  not  be  lost  during  the  year  they  are  declared,  as  the  insured — 
at  the  time  he  makes  his  next  annual  premium  payment — may  deduct 
the  amount  of  his  last  dividend  credit.  For  example,  if  the  dividend 
credit  was  for  6  weeks'  premiums,  he  may  pay  only  for  46  weeks  and  get 
credit  for  52  weeks. 

Farmers  who  receive  the  bulk  of  their  income  from  the  marketing 
of  a  principal  cash  crop  should  be  able  to  arrange  for  the  annual  insur- 
ance payments  on  industrial  as  well  as  standard  policies,  and  thus  save 
money.  If  all  policies  bear  the  same  anniversary  date  it  may  be  diffi- 
cult to  make  the  payments  on  all  policies  at  the  same  time  but  if  the 
payments  are  staggered  it  is  easier.  This  can  be  done  by  paying  the 
premiums  on  different  policies  for  different  numbers  of  months  in  the 
first  place,  and  after  that  paying  a  full  year's  premium  on  each  policy 
when  the  next  payments  become  due.  Those  who  already  have  indus- 
trial policies  should  ask  the  advice  of  their  agents  in  this  matter. 

Nurse  Service 

Several  of  the  larger  companies  provide  the  services  of  a  visiting 
nurse  for  industrial  policyholders  in  case  of  illness,  although  this  is 
not  specifically  mentioned  in  the  contract.  Unfortunately,  this  serv- 
ice is  rarely  available  to  widely  scattered  industrial  policyholders,  such 
as  those  living  on  farms.  The  companies  believe  that  the  service 
reduces  the  number  of  claims. 

Dividends 

The  three  largest  companies  which  offer  industrial  insurance  are 
mutual.  Two  of  them  pay  dividends  to  policyholders  in  the  form  of 
premium  credits,  which  means  that  premiums  are  not  collected  for 
certain  weeks.  The  other  large  company  for  a  time  distributed  its 
annual  dividends  in  the  form  of  paid-up  additions  to  the  face  amount 
of  the  policy.  The  dividends  on  a  policy  increase  as  the  reserve  is 
accumulated,  so  there  were  rather  sharp  increases  in  the  amounts  of 
insurance  provided  in  the  later  years.  These  paid-up  additions  to 
the  policy  added  considerably  to  the  insurance  of  families  that  were 
frequently  inadequately  protected.  But  company  officials  felt  that 
the  average  policyholder  should  have  more  insurance  at  the  beginning 
and  that  the  face  amount  of  the  policy  should  be  more  uniform 
throughout  its  life.  Under  the  modified  present  plan  of  this  com- 
pany, the  industrial  policyholder  pays  a  lower  premium  during  the 
first  5  years  than  thereafter.  The  increase  in  premiums  after  this 
5-year  period  is  almost,  if  not  entirely,  offset  by  the  increased  divi- 
dend credits.     Under  this  arrangement  less  of  the  premium  goes  to 
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the  reserve  during  the  first  5  years,  so  that  the  cash-surrender  values 
are  lower  and  the  terms  of  extended  insurance  under  the  automatic 
nonforfeiture  clause  are  shorter,  yet  the  policyholder  loses  less  than 
he  otherwise  would  if  he  gave  up  his  policy  in  these  earlier  years,  when 
lapses  are  usually  greatest. 

Surrender  of  Policies 

If  a  policy  has  been  in  force  for  5  years  (3  or  2  years  in  the  case  of 
some  companies) ,  it  will  have  a  cash-surrender  value.  A  schedule  of 
these  values  appears  in  the  policy,  from  which  the  amount  available 
can  be  determined  by  the  number  of  years  it  has  been  in  force.  If  a 
policy  is  cashed  between  anniversary  dates,  most  companies  pay  a 
surrender  value  that  is  proportional  to  the  time  elapsed  between  anni- 
versary dates.  For  example,  if  a  policy  has  been  in  force  for  13% 
years,  its  surrender  value  would  be  about  halfway  between  the  values 
shown  for  13  and  14  years.  If  the  company  does  not  grant  an 
"interim"  surrender  value,  there  is  of  course  an  advantage  in  waiting 
until  the  next  anniversary  date  to  cash  the  policy.  Another  advan- 
tage is  that  the  dividends  of  the  mutual  company  are  distributed  to 
policyholders  on  such  dates. 

BURIAL  INSURANCE 

The  main  purpose  of  most  forms  of  life  insurance  in  small  amounts 
is  to  provide  a  fund  that  will  meet  the  expenses  of  the  deaths  of  those 
who  are  insured.  Under  present  customs  regarding  funerals,  neigh- 
borhood help  at  such  times  does  not  usually  seem  enough,  and  the  mere 
possibility  of  a  pauper's  burial  is  generally  looked  upon  with 
abhorrence. 

The  life  insurance  association  which  offers  small  benefits  primarily 
to  meet  burial  expenses  and  which  depends  on  assessments,  after  the 
death  of  the  insured,  for  funds  to  pay  the  claims,  is  one  of  the  earliest 
forms  of  insurance.  But  the  experience  of  these  assessment  associa- 
tions which  pay  benefits  in  cash  (also  known  as  assessment  life,  mutual 
aid,  beneficial,  and  benevolent  associations)  has  been  unfortunate. 
They  were  numerous  at  one  time,  but  most  of  them  have  gone  out  of 
existence  and  in  many  States  such  associations  are  no  longer  permitted 
to  organize. 

Laws  have  been  passed  in  certain  of  the  Southern  States,  however, 
which  permit  the  operation  of  another  type  of  burial  association. 
These  are  managed  by  undertakers,  or  by  companies  which  contract 
for  the  services  of  undertakers,  and  which  pay  benefits  in  funeral 
goods  and  services.19  This  type  of  burial  association  has  expanded 
rather  rapidly  in  the  last  few  years. 

The  principal  difference  between  insurance  offered  by  an  assessment 
association  of  either  type  mentioned  above  and  that  offered  by  an 
old-line  or  legal-reserve  company  (many  of  which  also  write  indus- 

19  Some  State  laws,  like  those  of  Virginia  and  Georgia,  require  that  all  insur- 
ance benefits,  regardless  of  amount,  must  be  paid  in  cash.  This  of  course  pre- 
vents the  organization  of  burial  associations  which  pay  benefits  in  funeral  mer- 
chandise and  services. 
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trial  insurance)  is  in  the  matter  of  reserves.20  The  legal-reserve  com- 
pany charges  a  premium  that  is  calculated  to  take  care  of  all  future 
claims  of  the  insureds  at  a  particular  age,  whereas  the  assessment 
association  relies  on  its  power  of  increasing  assessments,  either  in 
amount  or  in  number,  to  take  the  place  of  reserves.  Many  associations 
of  the  cash-benefit  type  found  that  bringing  in  new  members  did  not 
prevent  a  pronounced  increase  in  the  average  age  of  the  membership. 
The  resulting  higher  mortality  rates,  with  the  mounting  assessments 
required  to  meet  death  claims,  caused  the  end  of  many  such  associa- 
tions. Others  have  been  merged  into  stronger  organizations  or  their 
rates  have  been  placed  on  a  sounder  basis. 

Southern  Insurance  Organizations  Paying  Benefits  in 
Funeral  Goods   and   Services 

The  recent  popular  development,  chiefly  in  the  South,  involves  a 
form  of  small-policy  life  insurance  which  offers,  through  what  are 
known  as  burial  associations  or  companies,  insurance  certificates  that 
are  payable  in  funeral  goods  and  services.  In  most  instances  these 
associations  have  been  organized  by  undertakers  to  protect  themselves 
from  uncollectible  accounts,  or  as  a  way  to  increase  their  part  of  the 
funeral  business.  In  spite  of  opposition  from  several  sources,  the 
number  of  burial  insurance  organizations  and  their  memberships  have 
increased  rapidly  since  about  1936.  Apparently  a  considerable  part 
of  the  public  like  the  idea.  Moreover,  when  one  undertaker  forms  an 
association,  other  undertakers  in  the  vicinity  find  that  they  must  do 
likewise,  and  that  they  must  sell  the  insurance  aggressively  in  order 
to  get  their  share  of  funeral  business.  At  first,  the  members  were 
mostly  poor  people,  but  more  recently  many  people  in  fairly  favor- 
able circumstances  have  bought  this  insurance,  and  farm  people  in 
particular  seem  to  want  it. 

The  membership  in  these  associations  in  Arkansas,  on  June  30,  1945, 
equaled  80  percent  of  the  entire  population  of  the  State,  as  given  in 
the  1940  Census.  Corresponding  percentages  for  other  States  (1)  as 
of  December  31 ,  1944  were :  Mississippi,  64  percent;  Alabama,  32  per- 
cent; Louisiana,  14  percent;  (2)  as  of  December  31,  191$:  North 
Carolina,  39  percent;  Tennessee,  22  percent;  and  (3)  as  of  Decem- 
ber 31, 191$:  Texas,  13  percent.21  Membership  figures  for  Oklahoma 
are  not  known.  A  large  proportion  of  these  members  are  farmers. 
Officials  of  practically  every  one  of  26  associations  that  were  asked  for 
information  on  this  point,  estimated  that  more  than  half  their  mem- 
bers were  farmers.  The  most  common  estimate  was  that  anywhere 
between  65  and  85  percent  of  the  assessment  notices  were  mailed  to 
K.  F.  D.  addresses.  For  example,  an  association  in  a  Tennessee  town 
that  had  a  population  of  about  700,  had  a  membership  of  more  than 
5,000,  indicating  that  most  of  the  members  lived  in  the  surrounding 
country. 

20  The  way  in  which  reserves  are  calculated  by  legal-reserve  companies  is 
discussed  in  another  part  of  this  report. 

21  As  indicated  in  table  12,  the  membership  of  all  associations  in  Louisiana  and 
Tennessee  is  not  given.  Based  on  the  average  membership  of  the  reported  asso- 
ciations, it  appears  that  the  total  membership  of  burial  associations  in  these 
States  on  the  dates  mentioned  was  approximately  9  and  38  percent,  respectively, 
of  the  1940  Census  population,  instead  of  the  6  and  22  percent  shown  in  table  12. 
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These  insurance  organizations  are  regulated  to  some  extent  and 
are  examined  by  some  public  authority  in  all  States  except  Tennessee. 
Most  of  the  undertakers  in  Arkansas,  Louisiana,  Mississippi,  North 
Carolina,  Tennessee,  Texas,  and  (probably)  Oklahoma  have  their 
own  associations,  and  undertakers  in  Alabama  either  have  their  own 
associations  or  have  contracts  with  "service  insurance"  companies 
to  perform  the  funeral  services  connected  with  the  settlement  of  their 
claims.  These  service-insurance  companies  are  legally  independent 
of  funeral  establishments.  Information  with  respect  to  the  operations 
of  these  burial  organizations— which  pay  benefits  in  funeral  goods  and 
services — is  given,  by  States,  in  table  12. 

In  Georgia,  where  the  operation  of  such  organizations  is  prevented 
by  a  requirement  that  insurance  benefits  must  be  paid  in  cash,  150 
undertakers  have  organized  and  now  own  the  stock  of  an  industrial 
legal-reserve  life  insurance  company.  The  undertakers  act  as  agents 
of  the  company  in  selling  industrial  insurance  in  $125  denominations. 
Upon  a  death,  the  face  amount  of  the  policy  is  paid  to  the  bene- 
ficiary in  cash,  but  probably  most  beneficiaries  use  the  services  of 
the  undertaker  who  sold  the  insurance  and  collected  the  regular 
payments. 

Related  Developments  in  Other  Parts  of  Country 

Before  going  into  further  detail  regarding  the  operations  of  these 
organizations  in  the  South,  a  brief  summary  is  given  of  kindred  de- 
velopments in  other  parts  of  the  country.  Prominent  among  these 
developments  are :  (1)  Cooperative  burial  associations,  as  subsidiary 
co-ops  of  parent  purchasing  and  consumer  cooperatives  and  (2)  an 
agreement  made  by  a  farm  organization  with  certain  undertakers 
whereby  special  funeral  prices  are  obtained  for  members. 

Cooperative  Funeral  Associations  M 

At  least  41  associations  called  cooperative  funeral  associations  were 
operating  on  January  1,  1946.  They  were  located  as  follows :  Iowa, 
10 ;  Minnesota,  21 ;  Nebraska,  1 ;  South  Dakota,  6 ;  and  Wisconsin,  3. 
These  associations  do  not  collect  regular  premiums  from  which  to  pay 
for  the  funerals  of  members.  They  merely  give  their  members  an 
opportunity  to  buy  the  funeral  services  from  or  through  the  associa- 
tion at  a  reduced  price.  At  least  6  of  the  associations  of  this  kind  in 
Minnesota  buy  their  caskets  cooperatively  and  employ  local  under- 
takers to  conduct  funerals.  Most  of  the  other  associations  maintain 
funeral  homes  and  sell  a  complete  funeral  service  to  members. 

Most  of  these  associations  are  located  in  small  towns  and  villages. 
Each  of  those  more  recently  organized  operates  in  a  whole  county  or 
more,  whereas  the  earlier  associations  had  members  only  within  a 
radius  of  20  to  35  miles  around  the  town  where  the  association's 
funeral  home  was  located.    To  be  eligible  to  buy  the  services  of  one 

22  Additional  information  on  cooperative  burial  associations  may  be  obtained 
from  the  Cooperative  League,  167  W.  12th  St.,  New  York  City.  Published  infor- 
mation includes :  Directory  of  Consumers'  Cooperatives  in  the  United  States,  pub- 
lished by  the  Bureau  of  Labor  Statistics  as  Bull.  No.  750;  Monthly  Labor 
Review,  also  published  by  the  Bureau  of  Labor  Statistics,  Oct.  1931,  March  1938, 
and  Nov.  1940;  and  an  article  in  the  American  Federationist  for  May  1940,  p.  506. 
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of  these  funeral  associations,  a  person  belonging  to  the  parent  coopera- 
tive must  join  the  funeral  association  and  pay  a  membership  fee.  This 
fee  is  usually  $5  or  $10.  In  most  cases  the  membership  certificate 
entitles  the  family  to  buy,  at  the  special  rates  of  the  association, 
funeral  services  for  any  member  of  the  family.  Most  of  the  associa- 
tions set  the  price  of  funerals  as  low  as  is  reasonably  possible,  and  the 
average  cost  in  1939  was  $166. 

Collective  Bargaining  for  Funerals 

A  farm  organization  in  the  State  of  Washington  has  made  an  agree- 
ment with  the  State  funeral  directors'  association  through  which  pri- 
vate undertakers  who  ratify  the  agreement  will  provide  complete 
funeral  services  at  reduced  prices  to  members  of  the  farm  organization. 
Any  member  of  the  organization  may  take  advantage  of  the  agree- 
ment, which  specifies  the  kind  of  service  and  type  of  casket  to  be  used 
in  any  of  four  different-priced  funerals,  from  which  a  selection  may 
be  made.  Approximately  three-fourths  of  the  undertakers  in  the 
State  have  ratified  the  agreement. 

At  least  6  local  mutual-aid  associations  in  that  State,  operated  on 
an  assessment  basis,  are  sponsored  by  the  same  farm  organization. 
They  enable  members  to  meet  the  cost  of  their  own  funerals.  When  a 
member  dies  his  family  receives  the  total  amount  of  the  previous  assess- 
ment, minus  a  few  cents  per  member  for  administrative  expenses.  As 
an  example,  one  of  these  local  mutual-aid  associations  has  a  member- 
ship of  240.  Average  costs  were  $3  per  member  in  1943  and  benefits 
averaged  $215. 

Operating  Methods  and  Problems  of  Insurance  Organizations 
Paying  Benefits  in  Funeral  Goods  and  Services 

Burial  Associations  and  Companies  Operated  by  Undertakers 

Two  types  of  burial  organizations  are  operated  by  undertakers — 
assessment  associations  and  stipulated-premium  companies.  The  as- 
sessment associations  may  increase  either  the  amount  or  the  number 
of  their  assessments  for  a  given  year  and  thus,  in  effect,  increase  the 
rates  on  outstanding  certificates,  if  it  is  found  that  the  income  from 
assessments  is  not  enough  to  pay  claims.  On  the  other  hand,  the  stipu- 
lated-premium companies  charge  fixed  payments  and  these  payments 
may  not  be  increased  on  existing  policies. 

The  assessment  associations  usually  make  their  assessments  4,  6,  or  8 
times  a  year.  An  individual  association  usually  levies  the  same  number 
of  assessments  each  year.  If  a  member  pays  several  assessments  in 
advance,  his  receipt  is  for  specific  assessments  (by  number)  and  not  for 
a  period  of  time.  Thus  the  right  to  make  extra  levies  is  always  re- 
tained. The  stipulated-premium  companies  collect  their  premiums 
monthly. 

Though  it  is  often  housed  in  the  same  building  with  an  undertaking 
establishment,  the  insurance  association  or  company  is  technically 
separate  from  the  funeral  business.  Usually  no  sign  is  displayed  at 
the  funeral  home  referring  to  the  burial  organization,  for  it  is  com- 
monly known  among  local  people  that  the  insurance  business  exists 
in  connection  with  the  funeral  establishment. 
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A  few  of  the  assessment  associations  have  a  white  and  a  colored 
division.  This  is  true  in  lesser  degree  of  the  stipulated-premium  com- 
panies. A  colored  undertaker  usually  has  his  own  association  and 
serves  his  own  race.  When  a  stipulated-premium  company  has  both 
white  and  colored  divisions,  it  usually  charges  colored  people  higher 
rates  or  reduces  their  benefits  because  the  death  rates  among  the  col- 
ored are  somewhat  higher  than  the  death  rates  of  white  persons. 
Experience  in  industrial  insurance  has  substantiated  this. 

Membership 

No  medical  examination  is  required  to  obtain  insurance,  but  ques- 
tions in  regard  to  the  age  and  condition  of  the  health  of  an  applicant 
appear  on  the  application  for  membership.  The  most  common  mem- 
bership fee  is  25  cents,  and  these  fees  usually  go  to  the  agent.  Women 
are  insured  on  the  same  basis  as  men.  Only  a  few  of  the  larger  asso- 
ciations and  companies  have  investigators  to  check  on  the  applications 
turned  in  by  agents  which,  in  many  cases,  are  not  completely  filled 
out. 

Many  associations,  particularly  those  which  organized  late,  at  first 
accepted  members  up  to  advanced  ages,  but  they  have  since  reduced 
the  acceptable  maximum  age.  Those  that  still  accept  relatively  old 
members  often  require  that  each  such  new  member  bring  a  specified 
number  of  younger  members  of  the  family  in£o  the  association.  An 
association  in  Tennessee,  which  at  first  accepted  applicants  up  to  age 
80  but  which  has  since  reduced  the  highest  acceptable  age  to  59,  paid 
300  death  claims  during  the  5-year  period  1939-4:3.  More  than  two- 
thirds  of  these  claims  were  on  insured  who  were  60  years  old  or  over. 
People  of  that  age  would  not  now  be  eligible  to  join. 

In  placing  emphasis  upon  large  membership  rather  than  upon  the 
kind  of  membership,  an  undertaker  may  perhaps  reason  that,  regard- 
less of  the  physical  condition  or  age  of  an  applicant,  if  he  gets  him 
"tied  to  his  association,"  when  death  comes  he  can  sell  the  beneficiary 
a  higher-priced  funeral  than  the  certificate  provides.  Furthermore, 
an  unethical  undertaker  can  raise  his  prices  so  that  members  get  very 
little  for  their  payments.  In  practice,  however,  competition  among 
undertakers  and  the  general  knowledge  of  the  type  of  funeral  that  is 
furnished  by  an  association  usually  prevent  unfair  action. 

Relatively  few  members  have  dropped  out  of  these  assessment  burial 
associations.  This  is  explained  perhaps  by  the  relatively  low  assess- 
ments, particularly  for  the  older  ages,  and  by  the  confidence  of  the 
members  in  the  associations.  As  a  result,  the  average  age  of  the  bulk 
of  the  membership  in  an  association  is  likely  to  increase,  even  though 
new  members  are  brought  in  continually.  Farmers  particularly  are 
inclined  to  retain  their  membership.  The  advancing  average  age  of 
the  membership  is  likely  to  become  pronounced  as  an  association  which 
has  expanded  rapidly  gets  older  and  the  number  of  prospects  for 
members  in  the  vicinity  declines. 

The  average  age  of  the  membership  of  three  associations  in  Tennes- 
see on  a  recent  date  was  35,  38,  and  39  years.  The  average  age  of  the 
members  of  another  assessment  association  in  Arkansas  was  32  years. 
On  the  other  hand,  the  average  age  of  members  of  a  stipulated-pre- 
mium company  in  Mississippi,  which  issued  family  as  well  as  indi- 
vidual policies,  was  only  27  years.     Under  this  family  policy  all  the 
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members  of  a  family  under  60  years  of  age  are  insured  at  a  cost  of  $1 
a  month.  Other  companies  with  family  policies  have  prescribed 
limits  of  6  or  7  persons  a  family  for  the  $1  rate.  Bringing  in  younger 
members  of  families  along  with  the  older  ones,  under  family  policies, 
obviously  helps  to  hold  down  the  average  age  of  the  membership  as 
a  whole,  but  it  means  substantial  inequities  in  cost  as  between  small 
and  large  families. 

Payment  of  claims 

Each  insurance  organization  offers  its  own  "association  funeral," 
which  generally  includes  a  standard  casket,  embalming,  hearse  service 
within  50  or  75  miles,  grave  clothes  or  cloak,  and  in  fact  everything 
except  the  grave  plot,  opening  and  closing  the  grave,  and  gift  to  the 
minister.  Ordinarily,  another  undertaker  cannot  be  substituted  for 
the  funeral  director  who  operates  the  insurance  organization. 

The  cost  of  a  funeral  is  based  upon  the  price  of  the  casket.  The 
"services"  are  the  same  for  all  of  the  funerals  offered.  Because  of 
legal  or  regulatory  limitations  on  the  amount  for  which  a  certificate 
may  be  issued — $100  in  North  Carolina,  Oklahoma,  and  Tennessee; 
$150  in  Mississippi  and  Texas ;  and  $300  in  Arkansas  and  Louisiana — 
the  "association  funeral"  is  usually  the  cheapest,  or  one  of  the  cheapest, 
offered  by  the  sponsoring  undertaker.  There  is,  therefore,  a  strong 
temptation  to  try  to  sell  a  higher-priced  funeral  to  the  beneficiary 
than  the  insurance  certificate  provided.23  The  beneficiary  must  either' 
accept  the  "association  funeral"  or  buy  a  better  one  from  the  same 
undertaker.  There  is,  however,  keen  competition  among  associations 
and  companies  to  obtain  members,  and  cheap  insurance  and  better 
funerals  are  the  inducements  offered. 

Costs  and  benefits 

Most  of  the  burial  associations  in  Arkansas,  North  Carolina,  Okla- 
homa, Tennessee,  and  Texas  are  of  the  assessment,  rather  than  the 
fixed-premium,  type.  Notice  of  assessment  is  sent  by  mail  and  pay- 
ments are  often  made  in  person.  Collectors  are  not  ordinarily  used. 
Such  associations  are  characterized  by  only  a  few  age  classes,  one  of 
which  may  cover  an  age  range  of  35  or  40  years.24  Typical  age  classes, 
benefits,  and  rates  are  shown  in  table  13,  for  associations  in  Arkansas 
and  North  Carolina. 

Benefits  for  association  members  in  Arkansas  between  the  ages  of 
3  months  and  6  years  are  $40,  and  the  assessment  rate  is  10  cents  per 
call.  Members  who  enter  when  they  are  between  the  ages  of  7  and  12, 
or  younger  members  who  reach  age  7,  have  a  $60  benefit  until  they 
reach  age  13,  and  usually  pay  at  the  rate  of  15  cents  per  assessment. 
Applicants  who  enter  at  ages  between  13  and  60  years,  or  members 
of  the  "7-12"  age  group  who  later  reach  13  years,  may  obtain  a  $100, 
$150,  $200,  or  a  $300  benefit  and  are  usually  assessed  at  the  rate  of  25 
cents  each  quarter,  for  each  $100  of  insurance,    Once  a  member  is  in 


23  For  example,  an  association  in  Tennessee  paid  116  benefits  during  a  recent 
2-year  period,  yet  the  undertaker's  records  showed  that  in  only  39  of  the  116 
cases  was  a  ''straight"  or  "association"  funeral  supplied. 

24 For  example,  this  class  mav  include  age  groups  about  as  follows:  15-64, 
10-59,  13-50,  15-54,  21-60,  etc. 
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an  adult  group,  he  or  she  carries  the  same  benefit  and  rate  through 
life. 

Table  13. — Age  classes,  benefits,  and  rates  used  by  many  burial  asso- 


ciations in  Arkansas  and  North  Caroli 


na 


State  and  age  class 

Benefit 

Assessment 
rate 

Annual  pre- 
mium8 

Annual  pre- 
mium per  $100 
benefit 

Arkansas: 

3  months-6  )rears 

7-12  years. 

Dollars 

40 

60 

100,  150, 

200  or  300 

100,  150, 

200  or  300 

50 
100 
100 
100 

Dollars 

0.  10 
.  15 

(3) 

(3) 

.05 

.  10 

Dollars 
0.40 
.60 
(3) 

(3) 

.40 
.  80 

Dollars 
1.00 
1.  00 

13-60  years 

61-70  years 

1.00 
2.  00 

North  Carolina: 
1—9  years  _ 

.  80 

10-29  years     __ 

.  80 

30-49  years 

.  20  !           1.  60 
.30              2.  40 

1.  60 

50-64  years 

2.  40 

1  All  associations  in  North  Carolina  are  required  to  use  the  age  classes,  benefits, 
and  rates  shown  for  that  State. 

2  Assessments  per  year:  4  in  Arkansas  and  8  in  North  Carolina. 

3  Depends  on  benefit  selected. 

The  only  change  to  a  higher  rate  or  benefit  group  in  the  case  of  the 
North  Carolina  associations  is  at  age  10.  All  who  enter  at  10  or  above 
pay  the  same  rates  and  have  the  same  benefits  as  at  time  of  entry. 

Stipulated-premium  companies  usually  have  more  age  and  rate 
classes  than  the  assessment  associations ;  hence  the  cost  to  the  policy- 
holder more  nearly  follows  the  mortuary  cost  to  the  insurer  than  is 
the  case  with  the  associations.  Most  of  the  burial-insurance  com- 
panies in  Louisiana  and  Mississippi,  and  the  service  insurance  com- 
panies in  Alabama,  which  contract  with  undertakers  for  funerals, 
are  of  the  stipulated-premium  type. 

Flat  rates  for  wide  age  ranges,  or  even  a  rate  that  is  the  same  for 
all  ages,  might  be  justified  if  all  members  of  these  associations  entered 
when  young,  with  the  prospect  that  each  will  take  his  turn  in  helping 
to  carry  the  assessments  for  older  persons.  But  this  is  not  true  in 
practice.  Under  the  prevailing  plans,  members  between  the  ages  of 
about  3  years  and  50  years  are  bearing  a  considerable  part  of  the 
current  cost  of  insuring  younger  and  older  members,  and  so  they  fail 
to  accumulate  any  reserves  to  be  drawn  upon  in  later  years.  In  some 
respects  this  is  similar  to  group  insurance,  but  it  has  few  of  the 
automatic  safeguards  against  selectivity  and  an  advancing  average 
age  of  membership  which  are  present  in  group  insurance.25 

23  Under  group  insurance  the  total  initial  premium  payable  to  the  insurance 
company  is  calculated  by  adding  together  the  individual  premiums  arrived  at 
by  multiplying  (1)  the  amount  of  insurance  on  each  employee,  by  (2)  the  pre- 
mium rate  at  his  present  age.  From  the  total  initial  premium  for  all  ages, 
there  is  determined  an  average  premium  rate  per  certificate  of  given  amount. 
Later  premiums  are  computed  by  multiplying  this  average  premium  by  the  num- 
ber of  units  of  insurance  in  force  on  the  insured  employees  regardless  of  age. 
If  the  group  rates  vary  by  age  ranges,  the  calculations  are  based  only  on  the 
employees  within  these  ranges  instead  of  on  all  employees.  As  the  initial  calcu- 
lations are  based  on  1-year  term-insurance  rates  for  the  attained  ages,  there  are 
no  calculated  reserves. 
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As  the  burial  association  or  the  company  operated  by  an  under- 
taker usually  does  not  have  to  pay  any  rent  or  officers'  salaries  it  can 
be  conducted  at  a  low  cost.  Burial  associations  in  Arkansas  are  pre- 
vented by  State  regulations  from  spending  more  than  20  percent  of 
the  income  from  assessments  for  operating  expenses.  During  the 
year  ended  June  30,  1945,  they  spent  an  average  of  13.3  percent  of 
their  assessment  income.  Associations  in  Oklahoma  and  North  Caro- 
lina cannot,  by  law,  use  more  than  25  percent  of  their  assessment 
income  for  expenses,  and  this  must  include  the  tax  imposed  in  con- 
nection with  the  maintenance  of  the  regulatory  authority,  which  for 
the  fiscal  year  ended  June  30,  1942,  was  2  cents  per  association  mem- 
ber.26 Although  there  is  no  regulatory  limitation  on  the  operating 
expenses  of  the  Tennessee  associations,  their  expenses  averaged  only 
7.9  percent  of  assessment  income  in  1943.  On  the  other  hand,  the 
burial  associations  in  Texas  are  permitted  to  use,  and  do  use,  approxi- 
mately 40  percent  of  their  assessment  income  as  expenses.  The  serv- 
ice insurance  companies  in  Alabama  and  the  stipulated-premium 
burial  companies  operated  by  undertakers  in  Louisiana  use  more  than 
half  of  the  premiums  they  collect  for  operating  expenses. 

Funeral  ''Service  Insurance" 

Another  type  of  funeral  insurance  company  is  not  operated  by 
undertakers,  but  provides  a  funeral  service  for  the  insured  by  con- 
tracting with  undertakers  for  such  services.  Some  of  these  com- 
panies formerly  manufactured  their  own  caskets  and  sold  or  con- 
signed them  to  the  contracting  undertakers  for  use  in  the  funerals  of 
their  insured.  This  practice  has  been  discontinued  for  various 
reasons.  In  Alabama  such  companies  have  been  required  to  establish 
reserves  on  policies  issued  since  1935.  This  legal  reserve  is  not  based 
upon  the  amount  of  benefit  stated  in  the  certificate,  but  on  what  is 
evidently  considered  the  average  wholesale  cost  of  the  funeral,  or  40 
percent  of  the  insurance.  For  example,  the  reserve  on  a  $250  certifi- 
cate is  computed  on  the  basis  of  $100. 

Comments   on  Burial  Associations 

The  following  comments  pertain  principally  to  burial-insurance 
organizations  that  are  operated  by  undertakers.  They  apply  less  to 
companies  which  pay  benefits  in  funeral  goods  and  services  but  which 
are  not  operated  by  undertakers,  as  such  companies  are  limited  chiefly 
to  Alabama  where  they  are  required  to  maintain  legal  reserves  on  all 
policies. 

Although  the  burial-insurance  organizations  that  are  operated  by 
undertakers  were  started  mainly  for  business  reasons,  they,  as  well  as 
the  so-called  service  companies,  have  made  it  possible  for  people  to 
prepay  their  own  burial  expenses.  Evidently  the  number  of  pauper 
burials  has  been  reduced.27     These  organizations,  as  a  result,  are  opera- 


26  It  was  expected  that  this  tax  would  be  reduced  in  North  Carolina  to  1%  cents 
per  association  member  for  the  succeeding  year. 

"According  to  reports  obtained  by  the  Burial  Insurance  Commissioner, 
Raleigh,  N.  C,  from  96  of  the  100  county  auditors  (or  treasurers),  there  were 
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ted  at  low  overhead  cost  and  under  highly  competitive  conditions. 
The  increase  in  membership  suggests  that  many  people  believe  that 
through  burial  insurance  they  can  buy  a  better  and  more  satisfactory 
funeral  than  can  be  had  at  the  same  price  in  the  open  market. 

The  burial-insurance  organization  which  is  managed  by  an  under- 
taker is  a  purchaser  of  funerals  for  its  members.  The  undertaker  in 
his  primary  capacity  is  also  the  seller.  When  the  immediate  interests 
of  the  two  businesses  conflict,  the  insurance  organization  is  likely  to  be 
disadvantaged  by  the  undertaker  in  some  instances. 

If  the  insurance  organizations  are  to  be  successful  and  continue  to 
serve  both  the  public  and  the  undertaker,  they  must  be  operated  on 
sound  insurance  principles.  This  may  require  more  public  control 
over  their  operations  with  respect  to  the  acceptability  of  risks,  rates, 
and  other^)hases  of  the  business. 

It  might  be  expected  that,  when  insurance  is  sold  without  medical 
examination — only  a  statement  of  health  is  required — and  when  the 
agent's  compensation  consists  of  membership  fees,  the  selection  of  risks 
would  be  against  an  association.  Paying  salaries  instead  of  commis- 
sions to  agents  might  be  advisable,  wherever  possible.  Furthermore, 
a  requirement  that  the  insurance  shall  not  go  into  effect  for  30  days 
after  date  of  application  (except  for  accidental  death)  would  seem 
well  justified.  This  requirement  and  another — that  each  association 
must  transmit  to  the  governing  authority  copies  of  all  applications  for 
insurance  and  death  certificates — are  in  effect  in  North  Carolina. 

The  present  rating  schedules  of  these  associations  may  be  questioned 
from  two  viewpoints:  (1)  their  adequacy  to  meet  probable  future 
claims,  and  (2)  their  equity  as  between  the  insured  at  different  ages. 

From  the  standpoint  of  adequacy  it  appears  that  total  future  pre- 
mium or  assessment  income,  as  produced  by  the  present  rates  and  fre- 
quency of  assessment,  will  not  be  enough  in  many  instances  to  meet 
future  death  claims.  This  appears  to  be  true  in  general  even  of  the 
rates  for  members  that  are  admitted  at  the  younger  ages.  Under 
present  practice,  when  a  member  enters  one  of  the  adult  groups  his 
assessment  rate  or  benefit  is  not  expected  to  change  thereafter.  This 
use  of  a  level  premium  or  assessment  rate  without  establishing  appro- 
priate reserves  and  without  due  regard  for  the  increasing  mortality 
in  a  group  whose  average  age  is  certain  to  advance  at  least  for  several 
years  following  organization,  may  cause  much  future  difficulty.  It  is 
true  that  an  association  may  increase  the  number  or  amount  of  its 
assessments  to  meet  increased  mortality  costs,  but  experience  has 
shown  that  such  a  course  has  been  disastrous  to  many  assessment  life 
associations  of  the  cash-benefit  type.  The  levying  of  extra  assessments 
is  likely  to  cause  younger  members  to  drop  their  insurance  and  to  keep 
other  younger  persons  from  joining,  so  insurance  costs  mount  still 
higher  for  the  remaining  and  generally  the  older  members. 

The  remedy  for  a  threatened  inadequacy  of  income  to  meet  obliga- 
tions, as  well  as  for  removing  inequities  as  between  members  at  differ- 
ent ages,  would  be  to  adopt  a  level  premium  for  each  age  at  entry,  so 

only  51  percent  as  many  pauper  burials  in  North  Carolina  in  1940  as  in  1930, 
despite  the  increase  in  population.  In  North  Carolina  some  county  homes  pay 
the  premiums  for  burial  insurance  on  inmates  who  can  qualify.  In  Louisiana,  a 
colored  undertaker  said  that  many  white  planters  in  the  vicinity  paid  him  pre- 
miums on  their  colored  help,  though  in  this  case  it  was  principally  to  be  able  to 
use  the  free  ambulance  service  which  is  provided  through  the  burial  policies 
issued  in  that  State  only. 
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calculated  that  the  premium  income,  together  with  the  interest  earned 
on  the  accumulated  reserves,  would  be  enough  to  meet  all  future  claims 
to  be  expected  in  accordance  with  a  reliable  mortality  table.  Legal- 
reserve  life  insurance  companies  have  long  used  such  a  plan  when 
writing  insurance  on  the  basis  of  an  individual  policy. 

If  for  operating  reasons  the  use  of  rates  by  age  groups  is  thought 
desirable,  a  modification  of  the  suggested  plan  would  be  to  adopt  a  rate 
for  an  age  group  that  is  calculated  to  be  enough  to  pay  all  future  claims 
arising  within  that  group.  Although  in  this  case  the  group  rate  would 
not  make  the  insured  at  each  individual  age  pay  their  own  way,  the 
group  as  a  whole  would  be  self-sufficient.  Obviously,  as  the  age  range 
for  a  class  is  narrowed  the  insurance  under  the  latter  plan  approaches 
that  under  the  first  plan,  and  there  will  probably  be  reserves  for  the 
group  as  a  whole  in  the  early  years.  If  the  age  range  to  which  each  rate 
applied  were  not  more  than,  say,  10  years  for  adults  at  the  younger 
ages  and  5  years  for  ages  beyond  50,  there  would  be  only  slight  inequi- 
ties between  the  insured  within  an  age  group. 

Whatever  else  may  be  said  about  these  associations,  it  must  be  recog- 
nized that  they  have  apparently  met  a  need  for  a  systematic  way  of 
prepaying  burial  expenses.  The  surprising  increase  in  the  number 
and  membership  of  such  associations  in  the  South  seems  to  say  that. 
Only  after  more  time  has  passed  can  it  be  certain  whether  their  charges 
and  operating  methods  will  maintain  the  solvency  of  the  associations 
as  well  as  the  approval  and  the  patronage  of  the  public. 
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